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The Pacific Rim: 
Current Debates 


By PETER A. GOUREVITCH 


ABSTRACT: The dramatic emergence of the Pacific region poses a double 
challenge for policymakers and social scientists. Both need to understand 
change in the region as well as to adapt tools of analysis and guides to policy. 
Two large issues dominate debate, though there are many other important ones 
as well. These two are prosperity and peace: why have parts of the Asian Pacific 
side grown so quickly while other parts of the Pacific, much of Latin America, 
Africa, and other areas not; and how have these changes altered the international 
system of security? To answer these questions, the issue of level of analysis must 
be raised. Social outcomes can be interpreted by focusing on the individual, on 
social institutions, or on the international environment. Arguments about the 
role of culture, the functioning of markets, the impact of government institu- 
tions, the distribution of power in society among groups and classes, the 
distribution of power among countries in the state system — these are classic 
variables of analysis. Debates about the Pacific region give rise to new ways of 
integrating these variables into arguments that permit deeper analysis. 


Peter A. Gourevitch is dean of the Graduate School of International Relations and Pacific 
Studies at the University of California, San Diego (UCSD). Before coming to UCSD in 1979, he 
taught at Harvard, from which he received his Ph.D. in political science, and McGill University. 
His publications include material on comparative politics and international relations. His most 
recent book is Politics in Hard Times: Comparative Responses to International Economic Crises. 
He is on the editorial board of International Organization and the Council of the American Political 
Science Association. 
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CURRENT DEBATES 


ARGE geopolitical shifts, by their 
nature, do not occur very often. The 
most well-known epochs lasted for centu- 
ries: the Mediterranean world of the 
Roman Empire, the medieval world of 
land-based trade through the rivers and 
mountains of Europe and the Silk Road 
through Asia, and the Atlantic world of 
water-based trade across that ocean to the 
New World. The shift from one era to an- 
other entailed massive changes in the loca- 
tion of wealth, power, and cultural activity. 
Does the emergence of the Pacific region 
in recent years mark another such shift? It 
is premature to say, but, clearly, something 
important is taking place. Whether it marks 
an epoch we must leave to another epoch 
to tell. 

At a minimum, the Pacific Rim phe- 
nomenon is important enough to require 
thought. It poses a challenge to convention. 
It makes the world not quite as we under- 
stood it to be a few decades ago. The 
changes are surely large enough to pose 
problems for two communities who have a 
need to know: the community of social 
scientists, interested in making sense out of 
general social activity and the location of a 
particular geographical region within a the- 
oretical context; and the community of pol- 
icymakers, who, faced with the compelling 
need to make decisions, seek information 
pertinent to those decisions. Too much is 
made of the distinction between theory and 
practice, or application. These are not dif- 
ferent types of knowledge but rather differ- 
ent uses of knowledge. Policy choices can- 
not be made without some notion, implicit 
or explicit, of cause and effect: what the 
impact will be on y of policy alternatives a, 
b, or c is a question inherent in any choice, 
and any answer contains a theory of cau- 
sality. Similarly, theory building among so- 
cial scientists always involves the effort to 
model some aspect of reality, so that chang- 


ing realities alter the definitions of what 
needs modcling and of what constitutes 
satisfactory models. 

The logic behind this volume lies in the 
reciprocal need of theory and policy appli- 
cation in understanding the Pacific region. 
Its organizing premise is that the rapid 
changes involving the region press against 
the limits of our understanding, causing an 
intellectual challenge to the theories used 
by policymakers and social scientists alike. 
The questions and concepts that have dom- 
inated many aspects of thought arose out of 
experiences and intellectual traditions 
shaped by other concerns. Change in the 
Pacific alters both analytic questions and 
policy issues, which in turn require change 
in thoughts and answers. 

The interplay between changing reality, 
social-scicntific theorizing, and policy 
challenges occurs in many areas. This vol- 
ume has space to examine only a few. 
Many important areas have been left out: 
migration, urbanization, technology, social 
organization, ethnicity, family, and gender. 
What follows is only a partial examination 
of areas of interest, shaped by the availabil- 
ity of authors, space limits, personal famil- 
iarity with the literature, and issues of par- 
ticular concern in some policy circles and 
intellectual debates. 

In this volume on the Pacific region, 
Latin America is a definite realm of inter- 
est. That inclusion is not always followed. 
Indeed, the definition of the Pacific Rim is 
itself an object of controversy and struggle. 
Many writers see it as shorthand for Asian 
Pacific, the arc of countries resting on 
Japan and extending southward toward the 
newly industrializing countries (NICs). 
Often the term is extended to include the 
whole relationship of the Asian Pacific re- 
gion to the United States. My usage here 
takes the extension another step for two 
reasons, onc having to do with reality, the 
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other with social-scientific inquiry. The el- 
ement of reality is the growing involve- 
ment of Latin America in the dynamics of 
East Asian-North American relations. With 
the rapid intensification of the interna- 
tional division of labor in the manufacture 
of industrial products, Latin America is 
playing an increasing role as locus of that 
production: low-cost labor, proximity to 
the United States and Canada, plentiful 
natural resources, and, in some places, 
growing internal demand all make Latin 
America an increasing target of East Asian 
investment and production locations. At 
the same time, Latin American issues of 
contention, such as the debt, become in- 
creasingly difficult to sort out from the 
economic web that includes the U.S. trade 
deficit to East Asia and the budgetary def- 
icits within the United States. 

The social-scientific motive for includ- 
ing Latin America has to do with the virtues 
of comparison. Aristotle taught us to sce 
the greater leverage in analytic understand- 
ing that comes from contrasting the same 
event or phenomenon in different places — 
for Aristotle, city-states; for us, countries. 
Latin American experiences have differed 
sharply from those of the Asian Pacific 
region in several ways, particularly as 
shown by recent data on economic growth. 
That divergence cries out for comparison. 
It challenges much received opinion and 
many theoretical approaches as well as 
policy indicators. Comparing the two re- 
gions allows interesting triangulation of 
questions: how regions relate to their eco- 
nomic superpower, Japan or the United 
States, respectively; how the regions han- 
dle debt, as illustrated by Korea and Mex- 
ico; how the regions shape public policy in 
relation to trade, as in export-led growth 
and import substitution; how the regions 
are differentially affected by security is- 
sues; how the regions differ in social struc- 
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turc, political institutions, and cultural tra- 
ditions. So interesting are these compari- 
sons that they have become the subject of 
several scholarly confcrences, leading to 
publications, as well as the subject of uni- 
versity courses.' These discussions deserve 
wider attention. 

The two major concerns of the present 
volume are prosperity and security, two 
classic issues in international affairs. How 
have countries assured themselves of eco- 
nomic growth, and why have some done 
better than others? How do countries ob- 
tain security, and how is the security sys- 
tem changing? Related to both concerns is 
a third — freedom, in the form of constitu- 
tional governments, procedure, rule of law, 
and some opportunity for democratic voice 
and participation. 

The Pacific Rim phenomenon has 
forced us to think about several dimensions 
of these questions. First, how are we to 
understand what social scientists call the 
level-of-analysis problem—the relation- 
ship between a single unit of analysis, like 
the individual, and the larger system in 
which the individual operates, such as so- 
ciety? This question is intimately linked to 
debates over culture and structure, that is, 
the relationship between properties of an 
individual such as culture, mental outlook, 
and personality, on one hand, and the situ- 
ation in which the individual— or unit— 
functions, such as the nature of incentives, 
rules, and institutions. While linked to 
the culture-structure debate, the level-of- 
analysis issue reappears in all the other 
debates as well. Thus it lies at the heart of 
the second dimension examined here, the 
factors causing stability or disorder in the 
international arena. What changes have 

` 1 Gary Gereffi and Donald Wyman, eds , Manu- 
factured Miracles. Development Strategies in Latin 


America and East Asta (Princeton, NJ. Princeton Uni- 
versity Press, forthcoming) 
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taken place in the international system, in 
the global configuration of power among 
states, that promote or inhibit peace, secu- 
rity, prosperity, and freedom? Third, what 
factors cause economic growth within 
countries, or, put another way, what factors 
explain the striking differences in eco- 
nomic performance in recent decades? 
This volume is organized around the con- 
sideration of each of these dimensions. 


UNIT OF ANALYSIS 
CULTURE AND STRUCTURE 


In dealing with subjects such as peace, 
security, prosperity, and freedom, we are 
exploring social outcomes, or the behav- 
iors of collectivities. These goals cannot be 
provided by individuals acting alone but 
stem rather from the behavior of masses of 
individuals organized in some fashion or 
other, be it groups, nations, or groups of 
nations. These are collectivities. How is the 
behavior of collectivities to be understood? 
This is an old question and an old debate. 
We may contrast two familics of answers. 
One, typical of Anglo-American modes of 
thinking, starts with the individual and 
moves toward larger units. Individuals 
have attributes — rationality, culture, emo- 
tion. Once we understand those, we can 
model the behavior of collections of indi- 
viduals, or societies. But generalizations 
about larger units, or macro analysis, re- 
quire a careful understanding of the prop- 
ertics of smaller ones, that is, micro analy- 
sis. This approach can be linked to the 
English theorist Thomas Hobbes. 

The other mode reverses the reasoning. 
Systems shape the units that constitute 
them. Individuals have the identity that the 
system allows them to have and that the 
system shapes. Thus macro understanding 
precedes micro understanding. The proper- 
ties of the system shape those of the unit. 
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This approach can be linked to the name of 
the French sociologist Emile Durkheim. In 
the social sciences, the clash between 
macro and micro remains very much alive 
in the effort to understand the Pacific re- 
gion. We can see an old debate in a new 
location, and we can see new ways of form- 
ing older questions.’ A striking example of 
this old debate in new form has to do with 
the treatment of culture as an explanation 
of social outcomes. In a region as diverse 
as the Pacific region, the expression of 
cultures is overwhelming. We find in this 
region one of the oldest civilizations 
known, China, and some of the youngest — 
the meso-Americans of the Western Hemi- 
sphere. With such richness, the possibility 
of explaining important phenomena 
through the causality of culture seems irre- 
sistibly tempting, and the temptation has 
not been resisted. Culture has been mobi- 
lized to explain many if not all of the phe- 
nomena of great interest to us. 

Why is the economy of one country 
growing rapidly, another not at all? Why 
has East Asia exploded in recent years, 
while Latin America has not? The cultures 
certainly differ. East Asia is Confucian, 
Latin America is not. So that must be the 
reason. The failures of the Philippines, the 
one non-Confucian country of the region, 
are used to confirm the theory. Confucian 
culture, it is argued, instills values such as 
hard work, thrift, goal attainment, and fam- 
ily loyalty, among others, that prepare peo- 
ple for effective behavior in market econ- 
omies. In Latin America, these values are 
lacking, hence the difference in economic 
outcomes. Readers will note the resonance 


2. Peter Gourevitch, “The Second Image Re- 
versed,” International Organization, 32.881-912 
(Autumn 1978), idem, Politics in Hard Times. Com- 
parative Responses to Internauonal Economic Crises 
(Ithaca. NY. Comell University Press, 1986) 
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of this interpretation with a classic of West- 
em social science: the Protestant-ethic ar- 
gument developed by Max Weber to explain 
why some parts of Europe launched the mer- 
cantile and industrial revolution after 1500 
while other regions did not? 

To other social science specialists, this 
interpretation of growth is at best mislead- 
ing and at worst simply wrong and infuri- 
ating. Just a few decades ago, the question 
asked of East Asia was why there was so 
little growth. Why was East Asia econom- 
ically backward, while the, economic 
growth of the West allowed it to dominate 
the world? Weber, after all, explored world 
religion partly to extend the discussion of 
culture outside the Christian West. The an- 
swer to Asian backwardness given by cul- 
ture theorists pointed the finger straight at 
Confucianism. Confucianism meant defer- 
ence to authority, resistance to change, re- 
spect for the ways of the past, aversion to 
risk, and other values that inhibit respon- 
siveness to the market. If Confucianism 
explained the absence of growth, how can 
it be used as a variable to explain growth 
just a few years later? If culture has explan- 
atory power, it must be relatively constant. 
If economic change occurs rapidly, the 
constant cannot account for the change. 

Critics of cultural arguments note that 
any given culture, especially one so large 
as Confucianism, contains within it rather 
diverse and conflicting strands. Both char- 
acterizations of the Confucian tradition are 
correct. The decisive question for a society 
is which elements are allowed to dominate, 
and which are inhibited? The work ethic of 
Confucianism can emerge if it is allowed 
to emerge, but it can also be inhibited; 
deference to tradition, similarly, can be 


3. Max Weber, The Protestant Ethic and the Spirit 
of Capitalism (New York. Scribner’s, 1958). 
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rewarded or punished. One must turn, say 
the critics of the culture argument, to other 
factors to account for the use of culture: 
toward institutions, incentives, policies. 
Strong support for this argument can be 
found by looking at the Chinese. Economic 
change in China ground to a halt during the 
Cultural Revolution; later, when incentives 
toward production were restored in the 
countryside, farmers produced in abun- 
dance. Similarly, the very civilization 
whose productivity is low on the mainland 
constitutes the dynamos of Southeast Asia 
as the overscas Chinese. This debate oc- 
curs all over the Pacific region. Why does 
Japan produce so efficiently? Because of 
Japanese culture. Why is America experi- 
encing economic difficulties? Because of 
changes in the Amcrican work ethic. And 
so on. 

The debate over economic growth is but 
one example of many intellectual chal- 
lenges that the emergence of the Pacific 
region causes for experts inside the acad- 
emy and in policy circles. The Pacific re- 
gion means a new agenda for country spe- 
cialists, or area studies, on one side of a 
triangle, social sciences on the second side, 
and professional schools on the third. In the 
United States, various fields of knowledge 
of foreign countries traditionally were 
grouped in area studies programs. The 
focus on a specific country or region of the 
world consisted of specialists in language, 
history, literature, art and music, and, in the 
social sciences, that most committed to the 
study of culture, anthropology. Sometimes 
political scientists, sociologists, and econ- 
omists ventured in, often not. Business, 
management, public policy, international 
relations, international competition, secu- 
rity, and such topics were not part of the 
area studics agenda. Specialists in those 
topics dealt with the rich and powerful 
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nations. Thus professional schools spent 
little time on area studies, and social sci- 
ences only some. The result was a segmen- 
tation of approach, a linking of theoretical 
approach to region and topic. The under- 
standing of foreign countries was left to 
specialists in culture. The understanding of 
commerce and war was left to economics, 
political science, and professional schools. 

The spread of economic power outside 
the West has altered the scene dramatically. 
Specialists in management security, trade, 
and international relations cannot possibly 
ignore the need to understand Japan, East 
Asia, Mexico, Brazil, and other active par- 
ticipants in the global economy. Area stud- 
ies specialties are invaded by new ques- 
tions and new types of experts. Some par- 
ticipants on each side respond by applying 
their traditional approach to the new 
agenda. Some of them feel that economies 
are expressions of culture. The view of 
others is that economies can be understood 
the world over with the same intellectual 
tool used on the United States or Europe, 
because behavior can be modeled as ratio- 
nal everywhere. In many places and in- 
creasingly, more interesting interaction oc- 
curs between these sides of the intellectual 
triangle. Business schools and economists 
talk to specialists in culture; culture spe- 
cialists examine corporations and indus- 
trial relations. 

The article by Eleanor Westney in this 
volume expresses well both the old debate 
and the progress of the debate toward new 
formulations and problems integrating dif- 
ferent approaches. As a sociologist special- 
izing in Japan and working at the Massa- 
chusetts Institute of Technology’s Sloan 
School of Management, Westncy charts the 
level-of-analysis problem. Individuals and 
their cultures remain important as objects 
of study and as explanations of events. But 
information about them must be integrated 
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into a framework of institutions that spec- 
ify the incentives in which individuals and 
their cultural propensities operate: 


With a major shift in the dominant paradigms in 
organizational soctology, the potential role of 
studies of Japanese and other Asian organiza- 
tions in building theory has grown immeasur- 
ably. The focus is increasingly on the institu- 
tional configuration of societies: the interactions 
of organizations, the flows of people, information, 
capital, and other resources across and within 
organizations, and the historical and interna- 
tional context in which the institutional map of 
the society developed. The basic premise is that 
organizational differences — and cultural differ- 
ences —within and across societies can best 
be understood in terms of the relationships 
across organizations and how those relation- 
ships have been shaped by historical paths of 
change 


Westney sees in this emphasis on insti- 
tutions a way of integrating the social sci- 
ences, area studies, and professional edu- 
cation. It is a means as well of coordi- 
nating the respective study of different 
regions with each other, regions whose 
specialists have traditionally never com- 
municated, such as those working on Latin 
America and East Asia, as well as those 
working on the United States and Europe. 
Whether this integration and interaction 
occurs around the new institutionalism or 
some other approach, there is certainly a 
great deal of rethinking taking place 
around the relationship of culture to insti- 
tutions and incentives, such as the work of 
Ronald Dore, Tom Rohlen, Christena 
Turner, and Mark Fruin, to name but a few. 
In adcition, as other articles in this volume 
note, we see a remarkable development in 
cross-regional work as well as cross- 
disciplinary work. 

The level-of-analysis issue concerning 
the relationship of unit to system lies at the 
heart of the relationship of culture to other 
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factors. It is also at the heart of other issues 
of importance in the Pacific region: inter- 
national relations, economic policy, and 
the role of the state. 


THE INTERNATIONAL 
DIMENSION. STATES 
AND SYSTEMS 


Students of international relations and 
policymakers alike have always stressed 
the importance of the international system 
in explaining events in the world arena. 
Countries, from this viewpoint, are actors 
seeking a common set of goals: security 
and prosperity. Their action in pursuit of 
these goals turns on the opportunities and 
constraints provided in the environment 
around them. Faced with weak neighbors, 
countries are likely to expand their influ- 
ence; faced with strong neighbors, coun- 
tries will be more restrained — this is but 
one fairly simple proposition arising from 
this mode of thinking. System-level think- 
ing has an analogy to the market in eco- 
nomic reasoning. In economics, all actors 
are assumed to be alike; that is, all are 
rational calculators seeking to maximize 
welfare, The deference in behavior turns 
on the difference in the market that incen- 
tives provide; change the incentives and 
behavior will change. In the world arena, 
substitute countries for individuals, and the 
reasoning remains the same. 

For policymakers, this is an important 
guide to action. It suggests that attention 
should be paid to configurations of the 
international environment: who has vari- 
ous forms of power and how it is distrib- 
uted —are there many centers of power, or 
only one, or two? System-ievel thinking 
downplays domestic politics: country be- 
havior turns on a country’s position in the 
international system, not on internal con- 
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sidcrations. Thus it matters relatively little 
who holds office in the country; a change 
of government makes little difference. 

In this volume, Kurth, Gilpin, and 
Inoguchi explore changes in the interna- 
tional system by looking at just these ele- 
ments in the international configuration of 
power that changes events. None looks 
only at system-level variables, and all point 
to aspects of domestic politics that have 
significant effects on policy, but in all three 
articles we can find interesting material 
pointing to the system-level issues. 

The three authors note ways in which 
the Pacific region has altered the interna- 
tional order laid down in the aftermath of 
World War II. The international system 
expressed two concepts: liberal interna- 
tional trade and deterrence. Through the 
General Agreement on Tariffs and Trade 
and the International Monetary Fund, free 
trade would provide international prosper- 
ity. Through the North Atlantic Treaty Or- 
ganization (NATO) and a ring of alliances 
around the world, deterrence would assure 
security from the major menace, the Soviet 
Union. As Kurth notes, this can be seen as 
an Atlantic concept. It focused on the eco- 
nomic rebuilding of Europe, restoring that 
region as a trading partner for the United 
States, and on Europe’s political security, 
preventing the spread of communism ei- 
ther internally or through Soviet arms as in 
Eastern Europe. 

Out of its North Atlantic perspectives, 
the United States developed concepts that 
it applied to other parts of the world, with 
rather more troublesome results. As Kurth 
writes, “The greatest disasters in U.S. se- 
curity policy —toward China in the 1940s 
and 1950s and toward Indochina in the 
1960s and 1970s—resulted from the 
American effort to interpret the Asian real- 
ity through the European prism, to squeeze 
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it into the NATO model.” In Europe, where 
Soviet troops lay minutes from the German 
border, finite deterrence made sense. Asian 
countries were not and are not likely targets 
of a Soviet blitzkrieg; thus for that region 
extended deterrence — that is, a more indi- 
rect pattern of resistance through diplo- 
macy, negotiation, alliances, and assis- 
tance — could be more appropriate. 

In economic relations, the United States 
promoted a regime of free trade. America 
held liberal views of economics within and 
between countries. It encouraged these in 
Europe through the General Agreement on 
Tariffs and Trade and through the Common 
Market. Asian countries looked at the 
economy rather differently. Where the 
United States followed liberai models, 
Japan, Korea, Taiwan, and other countries 
followed mercantilist ones. Asian capital- 
ism embraced the market, private profit, 
incentives, and competition but in a rather 
different framework, that of cartels, subsi- 
dies, managed trade, industrial policy, and 
a whole host of interventions in the market 
mixing state and private interests. 

The interaction of these two systems 
produces tension. American import open- 
ness combined with Japanese and other 
East Asian mercantilism, compounded by 
high American defense expenditures, pro- 
duces the likely sparks of relations between 
the countries. It puts the international sys- 
tem itself under pressure, caught between 
two competing patterns arising out of dif- 
ferent experiences: 


The 1990s, a half century after the Pacific War, 
will be a period of tension between two interna- 
tional relations paradigms: (1) the declining one 
of international liberalism and extended deter- 
rence, created by the United States in the Atlan- 
tic/European world and extended by it into the 
Pacific/Asian world, the paradigm of the Amer- 
ican half century, and (2) the nsing one of 
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international mercantilism and finite deter- 
rence, created by the Pacific/Asian powers 
themselves, the paradigm of the future.* 


Kurth’s exploration of the interaction 
between the international system and inter- 
nal domestic factors resonates well with 
the themes of his fellow authors, Professors 
Gilpin and Inoguchi. Rather than repeat the 
points of agreement between the authors, it 
might be more helpful to point out separate 
points of emphasis made by each. Gilpin 
explores the relationship between eco- 
nomic forces of change and political- 
military ones. The international system 
has, he argues, been shaped by the distribu- 
tion of power seen in military terms, the 
environmental setting, the economy, tech- 
nology, culture, and the nature of domestic 
regimes. Major changes in the interna- 
tional system arise from changes in one or 
more of these. Hegemonic wars have been 
one massive force of change clearly visible 
in our cra and earlier ones. Economic 
growth also causes big changes, through 
the entry of new countries into the interna- 
tional economic system and through the 
link between economic power and military 
potentiality. Political factors produce tre- 
mendous results; new domestic regimes 
alter military and economic potential and 
objectives. 

Thus the postwar system is being al- 
tered by each of these factors. Rapid eco- 
nomic growth in Europe, Japan, and East 
Asia has ended the economic hegemony of 
the United States; the United States no 
longer produces one-half of the world’s 
GNP but less than one-quarter. Theorists 
debate the implications this has for the 
stability of international trade: some theo- 

4 James R. Kurth, “The Pacific Basin versus the 
Atlanuc Alliance Two Paradigms of International 


Relations,” this issue of The Annals of the American 
Academy of Political and Social Science 
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rists, Gilpin notably, have wondered 
whether free-trade regimes can survive in 
a multipolar world where no one power has 
the strength or the incentive to provide 
some of the collective goods needed to 
prevent protectionism in various forms. 
Other writers believe egoists can cooperate 
under anarchy, that is, that the major trad- 
ing partners can learn through experience 
the advantages of cooperating even with- 
out a superordinate arbiter of last resort. 
A second important economic transfor- 
mation lies in the nature of production it- 
self. Gilpin notes that American hegemony 
arose with Fordism — the efficiencies aris- 
ing from mass production of standardized 
products for a stable mass market. With 
new technology, intense competition, and 
market instability have come alternative 
forms of organizing production, what some 
theorists have called “flexible specializa- 
tion” — producing specialized products 
tailored to specific regional markets, com- 
bining advanced technology with a wide 
range of economic forms, from individual 
highly skilled artisans to low-skilled low- 
wage migrants, to computerized large but 
programmable, hence flexible, machines. 
Japan and other countries have done ex- 
tremely well pioneering new ways to orga- 
nize manufacturing, not in the invention of 
new science or technology. Can other 
countries adjust? asks Gilpin. Do countries 
rise and decline because of the congruence 
of economic conditions with particular in- 
stitutional attributes and skills, so that they 
rise when the fit is good and fall when it is 
not? Can countries alter their economic 
institutions when that seems appropriate, 
or are the rigidities rather greater than neo- 
classical economic theory might suggest? 
Another important element of change 
that Gilpin notes lies in the Soviet bloc. 


5. Michael Piore and Charles Sabel, The Second 
Industrial Divide (New York: Basic Books, 1984) 
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While the non-Soviet bloc has evolved sig- 
nificantly into multiple centers of eco- 
nomic activity and military capability, the 
Soviet Union has remained static for a 
lengthy period of time, as the Soviets have 
used force to control Eastern Europe. In 
recent years, significant debate has been 
taking place in the USSR itself, with uncer- 
tain prospects for change. Perestroika and 
glasnost have yet to alter relations within 
the Sovict orbit or even in East European 
regimes. At the same time, they are having 
effects on decision makers and publics in 
other regions, which in turn can alter intra- 
alliance and interbloc relations. Sino- 
Soviet tensions have eased into a more 
muted mode, while in Western Europe, es- 
pecially Germany, political support for 
militant deterrence is softening noticeably. 

The complex pattern of alliance rela- 
tionships is the major theme of Inoguchi’s 
article. Countrics are strongly influenced 
by the international system in Inoguchi’s 
account, but they have choices. They pick 
from a number of options concerning their 
own policics and particularly concerning 
the alliances they make with other coun- 
trics or blocs. As the world becomes in- 
creasingly multipolar, these options in- 
crease and the choices become greater and 
more uncertain. The postwar world no 
longer defines Japan’s options so clearly or 
restrictively. 

With the erosion of American hegemony 
comes a debate about the possible and 
probable prospects of the future interna- 
tional system. Current Japanese discus- 
sions see four scenarios: (1) Pax Ameri- 
cana phase 2, a revival of American power 
in somewhat reduced form aided by Japa- 
nese economic power; (2) bigemony, or 
U.S.-Japanese condominium in economic 
and security matters; (3) Pax Consortis, a 
loose, flexible association of major blocs, 
in overlapping issue areas with no single 
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hegemony; and (4) Pax Nipponica, Japa- 
nese hegemony with a preeminent eco- 
nomic position and a nuclear arsenal. 

Inoguchi sees the first two as the likely 
alternatives for the next quarter century, 
while the other two become possibilities in 
the longer span of a half century. Economic 
and technical dynamics shape the choice 
between Pax Americana phase 2 and Pax 
Nipponica, while the “nullification of nu- 
clear arsenals is crucial in making feasible 
both Pax Consortis and Pax Nipponica be- 
cause without it the two superpowers can 
remain the formidable actors.”° What In- 
oguchi calls “the debt of history” may be 
crucial in shaping Japan’s role in any of 
these arrangements. 

In the immediate future, Inoguchi sug- 
gests, Japan’s options are shaped by two 
primary axes of interest: relations with the 
United States, pro-alliance versus anti-; 
and relations with Europe and East Asia, or 
trilateralism versus Asianism. This in- 
volves a mixture of geography, economics, 
and security. Should Japan tilt toward East 
Asia on economics, or be trilateral and 
work with West Europe and the United 
States? Or can it develop an Asian pole 
with the other countries of the region, giv- 
ing it more distance from either Europe or 
the United States or both? There are sev- 
eral possible orientations combining these 
dimensions. 

Japan’s choice between these alterna- 
tives turns on a variety of factors, some 
internal to Japan, some depending on deci- 
sions made elsewhere. Inside Japan there 
remain strong pacifist sentiment and resis- 
tance to international power politics. There 
are conflicting interests with respect to 
economic policy toward issues of import 
consumption, which have substantial bear- 

6 Takashi Inoguchi, “Shaping and Sharing Pa- 
cific Dynamism,” this issue of The Annals of the 
American Academy of Political and Social Science. 
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ing on foreign economic relations. Outside 
Japan, there remain strong memories of 
World War II that inhibit regional alli- 
ances, and in the United States and Western 
Europe there exist sharp conflict over 
trade imbalances and resentments over 
Japanese free riding on American security 
expenditures. 

All three authors— Kurth, Gilpin, and 
Inoguchi — write in an interpretive mode in 
which the international system plays a sub- 
stantial role in shaping the behavior of 
states within it. In this sense the major 
impaci of the Pacific Rim phenomenon is 
its effects on that system—the end of 
American economic hegemony and the 
shift to a multipolar economic world; the 
nuclear stalemate and its complex meaning 
for security issues; changes in both the 
United States and the Soviet Union that 
encourage more complex maneuvering by 
other countries; and shifts in ideology, 
technclogy, and institutions.’ 

Another set of tssues turn our attention 
from the international system to nation- 
states and their institutions. This is a classic 
step in international discussions: from sys- 
tem-level theorizing to country-level theo- 
rizing, what Kenneth Waltz, in his famous 
book, called the move from “third image” 
to “second image” analysis.’ In system- 
level theorizing, states or countries are 
black boxes. They behave as an integral 
whole, according to the pressure of exter- 


7 Miles Kahler, “External Ambition and Eco- 
nomic Performance,” World Politics, 40(4):419-51 
(July 1988); John Rugge, “Political Structure and 
Change in the International Economic Order,” in The 
Antinomies of Interdependence: National Welfare and 
the International Division of Labor, ed. John Ruggie 
(New York: Columbia University Press, 1983); Joann 
Gowa, “Political Correlates of Open International 
Markets: The Advantages of Bipolanty,” American 
Political Sctence Review (forthcoming). 

8 Kenneth Waltz, Man, the State, and War (New 
York, Columbia University Press, 1959). 
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nal incentives. But if the system-level con- 
Straints are ambiguous and states have 
choices, then some further analysis is 
needed to understand how they make those 
choices. What is it about a country that 
influences the selection of one policy alter- 
native over others? 


ECONOMIC GROWTH: 
POLICIES AND POLITICS 


Economic growth lies at the heart of the 
Pacific Rim phenomenon. Without it, this 
issue of The Annals probably would not 
exist. Asia and Latin America have cer- 
tainly been participants in the international 
system for decades, if not centuries. That is 
not new. Industrial growth in Asia is not 
new either: Japan has been at it for a cen- 
tury. The new features are the spread of that 
industrial dynamism to other parts of Asia; 
the incorporation of Asia and Latin Amer- 
ica into the global division of labor of 
industrial manufacturing, not just natural- 
resource extraction and agriculture; and 
the flow of industrial products from this 
region into the older industrial centers of 
Europe and North America. 

Robert Wade begins his article with an 
important caveat to all of these discussions 
of economic growth: 


First, we need to define industrial success. Any- 
one who has experienced the pollution and con- 
gestion of East Asian cities will realize that 
“success” ‘has to be used in a qualified sense, 
even leaving aside political aspects such as civil 
and political rights. I mean “success” to refer to 
such basics as the food in people’s stomachs and 
the amount of income left over after caloric 
requirements have been met. 


In that definition of success, growth has 
been phenomenal. Several countries have 
expanded at rates that break the records of 
a two-century-old industrial revolution. In- 
teresting data on growth are given in the 
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articles of this volume and need not be 
repeated here. The burning issue of debate 
is why—why has the growth occurred, 
how can it be explained, and, inevitably, 
are there lessons for elsewhere? 

We may sort the controversy out into 
two steps, cach operating at a different 
level of analysis. One step of the argument 
deals with the question, What policies pro- 
mote economic growth? The second step 
of the argument goes one remove prior to 
this and asks what factors or politics cause 
the policies that promote economic 
growth. 


Growth-promoting policies 


The simplest explanation for economic 
dynamism in East Asia is neoclassical: East 
Asia and Japan grew because they got the 
prices right. Economic growth occurs in 
the neoclassical model when actors have 
the right information about real costs, 
which only the free market can provide, 
and have the incentives to achieve maxi- 
mum efficiency, which, again, only the free 
market can provide. Create a free market, 
and all will take care of itself. State action 
can never be more informed than the infor- 
mation provided by the market, hence state 
action must by definition always be sub- 
optimal. This sounds simple but is rather 
more complex. 

Allowing market forces to operate is 
surely a central, if not the central, aspect of 
East Asian success. Any doubter need only 
look at mainland China or other regimes 
with extreme control over economic life. 
As in Europe and North America, behind 
economic growth in Asia lies the willing- 
ness to allow the market to provide infor- 
mation and incentives, to reward and to 
punish, to force efficiency upon many un- 
willing, and willing, actors. None of the 
participants in this debate doubts the im- 
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portance of the market as a vital ingredient 
in any successful growth-oriented strategy. 
The argument turns on the sufficiency or 
insufficiency of basic get-the-prices-right 
statements for defining policy options for 
governments and the private sector, for ex- 
plaining what effect various policies have 
actually had, and for recommending policy 
alternatives to decision makers. 

In his article, Robert Wade probes the 
descriptive and analytic sufficiency of sev- 
eral studies that explain growth as the di- 
rect outcome of pure free markets. He sees 
three major policies that have promoted 
growth, each involving state action to sup- 
plement or enhance markets: capital accu- 
mulation, selective protection of indus- 
tries, and selective industrial policies. First, 
high rates of capital accumulation produce 
growth, Wade argues, and high rates are not 
simply generated spontaneously out of 
trade but rather out of deliberate policies 
that favor them. Second, economic protec- 
tion has not been all that low in Korea and 
Taiwan, so that its absence cannot ade- 
quately account for performance. “The 
point is that protection, like any powerful 
instrument, can be used well or it can be 
used badly. The predicted economic effects 
may not occur if the protection is arranged 
differently from normal.” In these coun- 
tries, governments acted deliberately to use 
tariffs to promote export. Wade cites two 
examples: tariffs held down domestic con- 
sumption, but exporters were exempted 
from duties so that they could get inputs at 
world prices; and exporters were given 
subsidies to discourage domestic con- 
sumption even further. Third, industrial 
policy can have, contrary to the neoclassi- 
cal assumption, beneficial effects under 
some conditions: for Wade this can happen 
when industrial policy leads private actors 
into undertakings that they would not oth- 
erwise have been able to do. 
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Gereffi’s article challenges the ade- 
quacy of a central distinction in much of 
the literature on development policies: the 
classification of policies into import-sub- 
stituting industrialization (IST) and export- 
oriented industrialization (EOI). The labels 
convey content: ISI sought to promote 
growth by shielding national economies 
from the gale-force winds of international 
competition so as to nurture infant indus- 
tries to adult maturity; EOI fueled internal 
growth by producing directly for interna- 
tional markets with little or no domestic 
consumption of the products produced. 
Much current analysis thinks EOI, fol- 
lowed by East Asia, did better than ISI, 
followed by Latin America, which explains 
the difference between the two regions. 
Because EOI produces for an open world 
economy, many economists equate EOI 
with free-market policies within a country, 
precisely the point Wade and other contrib- 
utors to this volume contest. 

Gereffi questions the adequacy of the 
typology to understand current develop- 
ments. While the distinction highlighted 
real differences between the two regions 
in the 1960s, it ignores “the subsequent 
interplay between inward- and outward- 
oriented development strategies that in fact 
has been essential to the economic dyna- 
mism of the NICs in each region.” Latin 
American and East Asian NICs have con- 
verged toward mixed “strategies, which 
are political decisions and plans, and de- 
velopment patterns, which are economic 
outcomes that may or may not have been 
pursued in a strategic way by national 
elites.” East Asian countries have invested 
in heavy industries leading to diversifica- 
tion of exports and domestic consumption, 
while Mexico, Brazil, and Argentina have 
become increasingly important partici- 
pants in producing goods exported into the 
“global manufacturing system.” Global 
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manufacturing, the production of compo- 
nents in many different countries as part of 
an integrated network of manufacturing, 
exporting, and consumption, has made for 
considerable heterogeneity within each re- 
gion of the world. The variance within East 
Asia and Latin America is growing rapidly, 
making generalizations about the regions 
as whole units increasingly difficult. Find- 
ing a niche in the global marketplace, 
Gereffi suggests, can be done in a variety 
of ways, so that countries can pick from a 
range of alternatives, rather than be re- 
stricted to a single uniform trajectory. 

In comparing the international partici- 
pation of Latin America with that of East 
Asia, Fernando Fajnzylber stresses the “ca- 
pacity of countries to add intellectual value 
to their resource endowment.” In Latin 
America, resource abundance has often en- 
couraged rent-seeking behavior and, along 
with it, sharp income inequalities. The sup- 
posed trade-off between growth and equity 
may have some evidentiary support if one 
looks only at Latin America, but it is not 
supported by international comparisons. 
Development patterns involve an interac- 
tion of choices internal to countries and 
choices made by foreign actors. Countries 
construct the policies that produce the de- 
velopment sequence of “equity, austerity, 
growth, and competitiveness.” Major pow- 
ers make choices that affect developing 
countries greatly: the United States decides 
how much debt to run; Japan and Germany 
decide where to put their capital surplus. 
Other choices include how much to import 
and from where, and how much arms spend- 
ing to sustain, high levels being inversely 
correlated with industrial competitiveness. 

To explain the superior economic per- 
formance of the Asian Pacific region com- 
pared to other parts of the world, Krause 
offers five factors: societal commitment to 
growth; individual commitment to work as 
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expressed through long hours; high sav- 
ings rate and domestic investment rates; 
market-conforming policies: by govern- 
ments; and the “regional effect,” or the 
bonus of being surrounded by other suc- 
cessful countries. Governments in this re- 
gion, Krause notes, are not laissez-faire. 
With the exception of Hong Kong, all are 
quite intrusive in the economy, but their 
involvement seeks to guide markets, not 
replace or distort them. Governments used 
the flying-goose model of emulating lead- 
ers. Initially, it was the United States that 
was emulated, but already in the 1960s, 
Japan was a model for both the private and 
public sectors. Japanese imports from the 
region are increasing, and Japanese finan- 
cial influence has grown immensely. 

Fishlow focuses his analysis on finan- 
cial flows. Lending surged after 1973 when 
oil exporiers had immense payment sur- 
pluses. Banks recycled these surpluses to 
developing countries in the form of Joans. 
For Latin America, the vast increase of 
debt has profoundly shaped economic per- 
formance and policy options. The choice 
between these policy options will turn on 
political debates currently under way. 

Running through all of these discus- 
sions on best policies is a debate over the 
role of government. Can state action con- 
tribute to growth? The neoclassical answer 
is presumed to be negative: markets do 
better than state actors in making choices. 
In East Asia, though, in the very countries 
where growth has occurred, government 
involvement has been extensive. Docs ex- 
perience contradict theory? 

Expcrience has at least altered the de- 
bate. Markets are vital. So are institutions. 
Markets cannot exist without institutions 
created by the state. Some institutional ar- 
rangements are better than others. So we 
do not have an issue of state versus markets 
but the complex problem of finding the 
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tight interaction between specific institu- 
tions and particular market situations. 
Some linkages between states and markets 
appear to be growth producing, while oth- 
ers appear to be rent seeking, or growth 
inhibiting. 

Recent experience in East Asia and else- 
where suggests to some observers that 
some state interventions can promote 
growth in some situations —a limited claim 
but a real one. Growth-promoting interven- 
tions include: limits on consumption; in- 
centives to export, to invest, to accumulate 
capital; investment by the state in infra- 
Structure and education; restrictions on 
capital export; and other policies, which 
sometimes work. 

The world can see a strong difference 
between Marcos in the Philippines and the 
cases of Taiwan and South Korea. Strong 
governments in all three cases intervened 
massively in the national economy. In the 
case of Marcos, the power was used to bilk 
the economy of money to benefit a few, in 
ways that killed growth; in Taiwan and 
Korea, power was used to promote growth. 
Along with the inequalities of the market 
came a tremendous expansion of wealth, 
pulling large numbers of people with it. 
What accounts for the difference? Part of 
the answer requires some attention to pol- 
itics.? As Robert Wade puts it, “Rent seek- 
ing is not an inevitable accompaniment and 

9. East Asian NICs provide an interesting range 
of alternatives in the uses of state power. For a theo- 
retical statement that emphasizes the rent-seeking pro- 
clivities of state power, see Douglas North, Structure 
and Change in Economic History (New York: Norton, 
1981). For theoretical and empirical discussion of the 
use of state power for developmental purposes, see 
Tun-jen Cheng, “Political Regimes and Development 
Strategies: Korea and Taiwan,” in Manufactured Mir- 
acies, ed. Gereffi and Wyman; Stephan Haggard and 
Tun-jen Cheng, “State and Foreign Capital in the East 
Asian NICs,” m The Political Economy of New East 
Asian Industrialism, ed. Frederic C. Deyo (Ithaca, NY. 
Comel! Unrversity Press, 1987) 
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distorter of government intervention; it isa 
function of the political regime.” 


Explaining tke politics 
of policy choices 


Economic growth certainly requires 
growth-promoting policies. But growth- 
promoting policies require growth- 
promoting politics. Policies arise from 
choices made by the political system. We 
need some understanding of the factors 
that inhibit or promote the choice of poli- 
cies that get prices right. 

Several factors are involved, among 
them state institutions, ideology and lead- 
ership goals, and societal interest groups 
and social forces. Countries differ consid- 
erably in the organization of state institu- 
tions. Haggard sees several elements of 
State organization that facilitate growth. 
Korea and Taiwan have a considerable de- 
grec of state autonomy and state capacity. 
Autonomy means the ability of govern- 
ments to acquire some insulation from so- 
cial pressures. Interest groups, lobbies, and 
social groups like agriculture and business 
all make demands on governments. Often 
these demands run contrary to growth- 
promoting policies. Certain institutional 
arrangements shield governments, allow- 
ing them to make tough choices. Govern- 
ments also need capability: they need orga- 
nizations, or bureaucracies with the skills 
to make and enforce policy, and they need 
the authority to use instruments of policy 
intervention. East Asian NICs have had 
high levels of autonomy and state capacity. 

Haggard notes the importance of ideol- 
ogy and leadership: political leaders in East 
Asia placed economic growth at the top of 
their agenda and were influenced by inter- 
national thinking about optimal policy. A 
variety of international institutions helped 
spread ideas and skills about policy 
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choices. Whitehead notes a similar influ- 
ence in his mention of policy “style.” 

Deyo and Haggard both explore the im- 
portance of societal pressures, interest 
groups, economic sectors, and classes of 
policymakers, as do many of the other au- 
thors in the volume at points in their arti- 
cles. Deyo agrees with many of the authors 
in attributing considerable importance to 
“the insulation of development planners 
and corporate executives from political de- 
mands.” This sort of insulation allows the 
choice of controversial and difficult poli- 
cies, such as the limitation of consumption, 
the stress on export, and other growth- 
producing policies. Deyo’s interpretation 
emphasizes more heavily the particular 
direction of the pressure for which this in- 
sulation provides the shield: the political 
demands of workers as expressed through 
the labor movement. “While political con- 
trols go some distance in explaining the 
political weakness of East Asian workers, 
the more fundamental causes are to be 
found, first, in the nature of employment 
relations in these countries and, second, in 
the sequencing of political and economic 
changes during the course of industrial- 
ization.” Haggard agrees that labor weak- 
ness may have contributed to export 
growth, though he rejects the stronger 
proposition that labor controls were de- 
signed expressly for the purpose of pro- 
moting growth. The influence of other 
groups, Haggard notes, such as agriculture 
and business, was mediated through politi- 
cal processes of coalition building and in- 
stitutional arrangements. 

Whitehead concurs with several authors 
in noting the importance of policy style in 
explaining growth-generating policies: 
what distinguishes the growth-generating 
East Asian NICs from other countries in 
East Asia and Latin America was that 
all were “highly centralized and well- 
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disciplined societies, governed by regimes 
with a clear sense of direction and the 
ability to take a long view, if necessary, 
overriding temporary resistance or sec- 
tional protest.” Whitehead concurs with 
those contributors writing on policy 
choices on the importance of export- 
promoting credit allocation and other 
policies made by governments. 

While East Asian comparisons are inter- 
esting and useful, Whitehead cautions us 
about the difficulty of transferring the 
models. Had Latin America exported as 
much as the four tigers of East Asia, it 
would be exporting more than the United 
States, which would surely destabilize the 
international economy. The four tigers are 
relatively small in population. They also 
occupy unique and distinctive positions in 
geopolitics. Singapore, Hong Kong, and 
Taiwan are singular entities, the first two 
created as outward-oriented city-states, the 
latter overwhelmed and transformed by 
refugees. All four have unique places in 
international great-power rivalries. Certain 
regions of Latin America rescmble these 
countries. The subcontinent as a whole 
cannot and is not likely to look the same, 
just as all of East Asia is not likely to follow 
the model of these four countries. 


CONCLUSION 


Whitehead’s queries about the compar- 
ison of East Asia and Latin America bring 
us full circle to the first article of the vol- 
ume. Westney notes the impact upon social 
science of contemporary trends in the Pa- 
cific region. The effort to make policy and 
the effort to comprehend converge as chal- 
lenges to disciplines in the university and 
to policy professionals in government and 
business. Comparisons across region and 
country are both imperative and difficult. 
They require new ways of putting together 
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traditional variables — culture, institutions, 
economics, geopolitics, micro components 
and macro influences, leadership, ideol- 
ogy. These are familiar variables. They 
have always been important and are likely 
to continue to be so as major analytic tools 
in understanding behavior. 

But they are likely to be thought of in 
different ways. Culture is related to incen- 
tives and institutions. Policies and leader- 
ship may express national traditions and 
cultural propensities, but they also shape 
them. International economic patterns 
have substantial influence upon national 
choices. But countries have some role in 
shaping their destiny. What happens de- 
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pends in part on their own choices. The 
micro variables of economic organization, 
individual motives, and the pattern of in- 
centives, on one side, and the macro vari- 
ables of the international economic system 
and national and international decision 
making —these relationships are rather 
more complex perhaps than either policy- 
makers or theorists realized several de- 
cades ago. They require more interaction 
across area studies, disciplines, and profes- 
sional schools than used to be the case — 
and, fortunately, some of that is taking 
place. This volume has sought to provide 
some partial sample of the issues and the 
debates. 
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Sociological Approaches to the 
Pacific Region 


By D. ELEANOR WESTNEY 


ABSTRACT: Sociology has been grounded in Western experience and philos- 
ophy, especially in the assumption that by studying the most industrialized — that 
is, Western — societies, sociology could produce general theories applicable to 
all societies. However, the growing industrial competitiveness not just of Japan 
but of the Asian newly industrializing countries has converged with a dissatis- 
faction with the current paradigms in sociology, producing a new challenge to 
the long-standing parochialism of American social science in general, and 
sociology in particular. Yet, so far, the role of sociological research on Asia in 
these developments has been relatively limited. This article looks closely at 
research on Japan in organizational and industrial sociology to address what 
significant sociological research has been done on Asia, what that has contrib- 
uted to our understanding of Asia and to the discipline, and what the outlook is 
for the future as popular interest in the Pacific Rim grows. The emergence of 
new paradigms in sociology is increasing the prospects for using Asia as a venue 
for generating sociological theory as well as testing it. 
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SOCIOLOGICAL APPROACHES 


OCIOLOGICAL approaches to Asia 
have a long and venerable history. At 
the turn of the century, Max Weber, one of 
the founding fathers of the discipline, ex- 
tended his comparative inquiries on the 
relationship between religion and social 
structure to a lengthy study of China. Yet 
despite this promising lineage, American 
sociological research has been centered 
overwhelmingly on the United States, 
prompting the small number of sociolo- 
gists who study East Asia to complain bit- 
terly that someone doing research on the 
United States is regarded as building social 
theory, while someone analyzing any non- 
Western society is seen to be engaged in 
area studies. 

The reason for this parochialism lies in 
the history of the discipline. Sociology was 
born out of an effort to understand the 
effects of industrialization on human social 
structure and behavior. As such it has been 
grounded in Western experience and phi- 
losophy, especially in the assumption that 
by studying the most industrialized — that 
is, Western—societies, sociology could 
produce general theories that would apply, 
tomorrow if not today, to all societies. 

The rapid industrial growth of Japan 
provided less of a challenge to this assump- 
tion than one might have expected. After 
all, Japan’s institutions were deliberately 
modeled on those of the West, and Japan’s 
own leaders clearly regarded the advanced 
industrial societies of Europe and the 
United States as models for their own de- 
velopment. Any anomalies in Japanese so- 
cial patterns could be — and usually were — 
regarded either as manifestations of the 
cultural lag, which would disappear over 
time, or as aspects of Japan’s cultural and 
historical uniqueness. 

But the growing industrial competitive- 
ness not just of Japan but of the Asian 
newly industrializing countries has con- 
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verged with a growing dissatisfaction with 
the current paradigms in sociology to pro- 
duce a new challenge to the long-standing 
parochialism of American social science in 
general, and sociology in particular. Yet, so 
far, the role of sociological research on 
Asia in these developments has been lim- 
ited. It is difficult to identify any area of 
sociology where the study of Asia has had 
an impact on paradigms and research is- 
sucs comparable to that of the debate over 
Japanese industrial policy in political sci- 
ence or where significant efforts are being 
made to produce new theoretical para- 
digms comparable to Aoki’s efforts to use 
Japanese industrial organization as a basis 
for a new theory of the firm in economics. 
The 1988 Handbook of Sociology, a mas- 
sive tome edited by Neil Smelser, one of 
America’s leading sociological theorists, 
contains in its 22 chapters and over 800 
pages only four references to Japan — one 
fewer than to California—and two refer- 
ences to China.' 

Therefore any would-be analyst of soci- 
ological approaches to Asia is confronted 
with several questions: What significant 
sociological research has been done on 
Asia? What has that contributed to our 
understanding of Asia and to the disci- 
pline? What is the outlook for the future, as 
popular interest in the Pacific Rim grows? 


ORGANIZATIONAL SOCIOLOGY 
AND INDUSTRIAL SOCIOLOGY 


The importance of research on Asia has 
been most clearly recognized in the closely 
related subfields of organizational sociol- 
ogy and industrial sociology.” Interest in 


1. Neil J. Smelser, ed., Handbook of Sociology 
(Newbury Park, CA: Sage, 1988) 

2. Organizational sociology has as its province 
all forms of formal organization, public and private, 
from corporations to schools. Industrial sociology is 
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Asian industrial organization has been en- 
couraged both by popular interest in the 
roots of the growing competitiveness of 
Japan and the Asian newly industrializing 
countries and by recognition of the rele- 
vance of that success to theories of indus- 
trial organization. The 1988 special issue 
of the American Journal of Sociology on 
“organizations and institutions” included 
among its eight articles two that focused 
specifically on Asia, and a third that used a 
comparison of Japanese and U.S. manage- 
ment practices to test the explanatory 
power of its formal model of influence 
processes. 

Sociological research on organizations 
in Asia has been concentrated overwhelm- 
ingly on Japan. As the first non-Western 
society to achieve very high levels of in- 
dustrialization, Japan is a natural testing 
ground for theories about the inherent dy- 
namics of technology and efficiency in 
shaping industrial organization, from 
Weberian theories of bureaucracy to cur- 
rent economics-based theories about firm 
internal labor markets. Japan is also the 
Asian country in which the lot of the social 
scientist is easiest: Japan itself boasts a 
large social science establishment, Japanese 
are well accustomed to filling out question- 
naires, and there is a wealth of public data 
on virtually every aspect of social struc- 
ture, from labor force statistics to public 
opinion polls. 


Sociological research on 
Japanese industrial organization 


According to the authors of a recent 
review of the growing sociological litera- 
ture on Japanese industrial organization, 


focused on one type of organization, the factory, on 
related organizations, such as unions, and on the in- 
formal social processes that influence working lives 
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the two fundamental sociological issues in 
the field are the extent to which real differ- 
ences exist betwcen Japanese and Western 
patterns and the extent to which any differ- 
ences can be explained by existing social 
theories.’ Identifying differences between 
societies or social groups and assessing 
whether those differences are real is the 
province of sociological methodology. 

Sociological studies of Japanese indus- 
trial organizations reflect the methodolog- 
ical great divide in the discipline between 
qualitative and quantitative research meth- 
ods. Either can help to identify differences 
across societies. Qualitative methods, 
which include firsthand observation, inter- 
views, and the use of primary documents 
such as company rules, handbooks, and 
office communications, are probably most 
useful in this regard. They provide the rich, 
detailed case studies that reveal patterns 
not specified in existing theories, explore 
complex relationships between different 
aspects of social structure and process, and 
uncover informal and dynamic processes. 
On the other hand, quantitative methods, 
which employ an array of statistical tech- 
niques to assess the significance of ob- 
served patterns and to measure the asso- 
ciation and interdependence of variables, 
are more useful for assessing whether the 
differences identified in qualitative studies 
or popular belief are real or whether they 
are the result of selective observation. 

Both qualitative and quantitative meth- 
odologies are part of the sociological ar- 
mory. Both have rigorous standards for 
establishing the credibility of the findings, 
and both build explicitly or implicitly on 
theories that identify the significant vari- 
ables in organizations. Some of the best 

3. James R. Lincoln and Kerry McBride, “Jap- 
anese Industrial Organization ın Comparative Per- 
spective,” Annual Review of Sociology 1987, 13:289 
(1987). 
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studies of Japanese organizations have 
used both methodologies. Ronald Dore’s 
recent study of structural change in the 
Japanese economy, with a case study of the 
textile industry, uses both industry-level 
quantitative data and observation-based 
case studies.* Robert Cole’s book on mo- 
bility and work organization among blue- 
collar workers includes both a careful 
quantitative study of the patterns of inter- 
firm and intrafirm job changes among 
workers in Yokohama and Detroit and a 
detailed qualitative description of quality- 
control circles in the Toyota auto body 
plant.’ 

Most studies, however, rely primarily 
on either qualitative or quantitative re- 
search methods. Ronald Dore’s intensive 
case studies of factory organization in a 
British electrical equipment firm and a Jap- 
anese counterpart are an outstanding exam- 
ple of qualitative research. He vividly por- 
trayed the pervasive differences in the 
British firm between managers and work- 
ers, and the consequent antagonisms that 
pervaded industrial relations, both in the 
formal industrial relations system and the 
day-to-day interactions on the shop floor. 
This picture stood in sharp contrast to his 
portrayal of the elimination in the Japanese 
plants of many of the differences in dress, 
perks, and reward structure between blue- 
collar and white-collar workers, and the 
strong sense of commitment of workers to 
their company. 


4. Ronald Dore, Flexible Rigidstes: Industrial 
Policy and Structural Adjustment in the Japanese 
Economy (Stanford, CA: Stanford University Press, 
1986). 

5. Robert E. Cole, Work, Mobility, and Partici- 
pation (Berkeley: University of California Press, 
1979). 

6. Ronald Dore, British Factory, Japanese Fac- 
tory. The Origins of Diversity in Industrial Relations 
(Berkeley: University of California Press, 1973). 
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A recent example of rigorously de- 
signed quantitative research looked at a 
subset of the reward variables discussed in 
Dore’s work. Kalleberg and Lincoln’ col- 
lected data from 52 plants in seven indus- 
tries in Indiana and from 46 comparable 
plants in Kanagawa prefecture in Japan to 
analyze the individual, organizational, and 
industry determinants of earnings inequal- 
ity. Despite recent suggestions from a num- 
ber of scholars and industry spokespersons 
that differences between Western and Jap- 
anese industrial organization are eroding, 
they found substantial differences between 
the U.S. and Japanese plants, beginning 
with the much greater gap between the 
earnings of managers and workers in the 
United States. The authors conclude that 


American employees’ earnings are heavily de- 
pendent on job/occupational characteristics, au- 
thority position, and performance reviews and 
job evaluations by the firm; these effects are 
small to nonexistent, even negative, among the 
Japanese The earnings of Japanese employees, 
on the other hand, are more heavily conditioned 
by the life-cycle variables of dependents, age, 
and seniority." 


They also found that, except for women, 
earnings in Japanese plants are positively 
related to the level of automation, whereas 
in the U.S. plants it makes no difference to 
managers’ salaries and gives male workers 
significantly lower earnings.’ This last 
finding not only suggests why Japanese 
workers do not resist automation; it also 
provides a further indicator of the objective 
basis for Japanese workers’ conviction that 
their welfare and that of the enterprise are 
inextricably linked. 

7. Arne L. Kalleberg and James R. Lincoln, “The 
Structure of Earnings Inequality in the United States 
and Japan,” American Journal of Sociology, supp., 
94:$121-53 (1988). 

8. Thid., p. S149. 

9 Ibid, p. S147. 
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In addition to methodology, studies of 
Japanese industrial organization differ in 
their comparative scope (Table 1). Some 
studies are explicitly designed to compare 
Japan and one or more other societies. 
Some of these studies are based on a re- 
search design that collects data in Japan 
and at least one other society;' others use 
data already collected and analyzed in an- 
other society and replicate the research de- 
sign in Japan." Still other studies focus 
only on Japanese organizations, making 
any comparisons either implicit or based 
on theory rather than comparative data. 
Rodney Clark’s book, The Japanese Com- 
pany, was a qualitative study that described 
the organizational structures institutional- 
ized in the large Japanese corporation and 
presented a case study of how these struc- 
tures were adopted by a growing Japanese 
manufacturing company.? Marsh and 
Mannari’s quantitative analysis of Japan- 
ese factory organization analyzed the ex- 
tent to which the patterns of factory orga- 
nization differed across Japanese factories 
in different industries.'? Part of their 
agenda was to see whether patterns that 
industrial sociology had put forward as 
typical of advanced industrial society char- 
acterized some industries more than others. 

10. For example, Dore, British Factory, Japanese 
Factory, Kalleberg and Lincoln, “Earnings Inequal- 
ity”; James R. Lincoln and Ame L, Kalleberg, “Work 
Organization and Workforce Commitment: A Study of 
Plants and Employees in the U S. and Japan,” A meri- 
can Sociological Review, 50.738-60 (1985). 

11. For example, Koya Azumi and Charles J 
McMillan, “Culture and Organizational Structure: A 
Comparison of Japanese and British Organizations,” 
International Studies of Management and Organiza- 
tion, 35:201-18 (1981) 

12 Rodney Clark, The Japanese Company (New 
Haven, CT: Yale University Press, 1979). 

13 Robert M. Marsh and Hirosh: Mannari, Mod- 


ernization and the Japanese Factory (Princeton, NF 
Princeton University Press, 1975) 
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Sociology’s contribution to 
understanding Japanese 
industrial organization 


Sociology is not alone in the effort to 
identify the real differences between Jap- 
anese and Western industrial organization. 
This is an area where sociologists rub 
shoulders, both literally and metaphori- 
cally, with researchers from other fields: 
anthropology, political science, history, 
economics, and management. The studies 
of Japanese industrial organization done by 
anthropologists, political scientists, and 
historians have been primarily qualitative, 
Japan-focused studies. Anthropologists 
have focused on case studies of the social 
interaction and culture of the workplace, 
political scientists on business-government 
interactions, and historians on the evolu- 
tion of industrial relations at the workplace 
or on the system level. Economists have 
focused much more on comparative stud- 
ies, both qualitative and quantitative, but 
they differ from sociologists in working 
primarily with public statistical data rather 
than data gathered in direct fieldwork. Al- 
though only a small proportion of the re- 
cent outpouring of management writing on 
Japan has been based on in-depth, original 
research, it is possible to identify at least 
one management study in each of the four 
cells of Table 1. 

Sociology, therefore, possesses no mo- 
nopoly on any particular methodology in 
studying Japanese industrial organization. 
In its efforts to answer the question of 
whether real differences exist between Jap- 
anese and Western patterns, however, it has 
been the prime contributor of comparative 
quantitative studies at the level of the orga- 
nization, as opposed to the economy or the 
industry. Sociology as a discipline has long 
been dominated by quantitative research, 
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TABLE 1 
A TYPOLOGY OF SOCIOLOGICAL STUDIES OF JAPANESE INDUSTRIAL ORGANIZATION 
Methodology 
Comparative Scope Qualitative Quanttative 
Japan-focused Clark, Japanese Company Marsh and Mannari, 
Cole, Japanese Blue Collar Modernization and the 
Japanese Factory 
Dore, Flexible Rigrdities 
Comparative 


Dore, Bntsh Factory, 
Japanese Factory 


Cole, “Macropolrtics of 


Change” 


and, given the bias toward U.S.-centered 
research, its journals and reviewers tend to 
prefer quantitative comparative research 
that has the United States as the main point 
of comparison. Even so, the labor and ex- 
pense of data collection and analysis in 
more than one society means that the num- 
ber of studies like Kalleberg and Lincoln’s 
is still pitifully small. 

The most widely read and frequently 
cited sociological studies, however, are 
often the qualitative, description-rich case 
studies. This includes both Japan-focused 
studies like Robert Cole’s participant- 
observation study of workers in smaller- 
scale enterprises“ and comparative studies 
like Dore’s British Factory, Japanese Fac- 
tory or Cole’s recent comparison of the 
evolution and operation of quality-control 
circles in Sweden, Japan, and the United 
States.’ Not only are they more accessible 

14. Robert E. Cole, Japanese Blue Collar: The 
Changing Tradition (Berkeley: University of Califor- 
nia Press, 1971). 

15. Robert E. Cole, “The Macropolitics of Or- 
ganizational Change: A Comparative Analysis of the 


Kallaberg and Lincoln, 
*Eamings Inequality” 

Lincoln and Kalleberg, 
“Workforce Commitment” 

Cole, Work, Mobility and 
Participation 

Azumi and McMillan, 
"Culture and Structure” 


to a nonspecialist audience, but because 
they cast a wider net, they can often be used 
to address multiple theoretical paradigms, 
both within and outside sociology. 

What else can be claimed for the dis- 
cipline’s approaches to Japanese industrial 
organization? One further contribution is a 
growing sensitivity to the importance of 
levels of analysis. In recent efforts to re- 
solve some contradictory findings of ear- 
lier studies, sociologists in the field are 
distinguishing between industry, organiza- 
tion, and plant-level effects, which seem to 
differ in Japan and the United States. For 


example, comparative studies of Japanese 


industrial organizations in the 1970s came 
up with contradictory findings on whether 
Japanese organizational hierarchies were 
taller or flatter — referring to the number of 
levels in the hierarchy — than their Western 
counterparis. More recent research and 
some careful reexamination of the earlier 
findings indicate that the contradiction was 


Spread of Small-group Activities,” Administrative 
Science Quarterly, 30:560-85 (1985). 
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rooted in too loose a definition of “organi- 
zation.” Individual factories in a multiplant 
company tended to have taller organiza- 
tions than their Western counterparts, 
whereas at the overall company level, the 
Japanese organizational hierarchies had 
flatter administrative pyramids.’* The au- 
thors of more recent studies not only are 
insisting on the importance of distinguish- 
ing clearly between the levels of analysis 
but also are comparing the effects of each 
level on the variables of interest by sorting 
out industry effects, company effects, and 
plant or function effects. 

This concern with the relationships be- 
tween variables as well as the differences 
on individual variables means that when 
sociologists discuss the action implications 
of their research—for management, for 
policy, for social change — they often seem 
to focus more on the constraints on action 
than on setting an action agenda. Their 
research reveals the systemness — the com- 
plex relationships across variables — and 
the contextual embeddedness—the sup- 
porting web of institutions and values of 
the social environment —of industrial or- 
ganization. Their studies therefore often 
emphasize the barriers to and the costs of 
rapid change. This can be an extremely 
valuable contribution to policy debates, but 
it is not always welcomed. 


Contributions of 
Asia-focused research to 
organizational sociology 


Sociological inquiry is driven by three 
generic questions: (1) how do we define, 
measure, and classify the social phenome- 
non of interest? (2) what causes it? and (3) 
what are its effects and implications for 


16. For further detail, see the discussion in Lin- 
coln and McBride, “Japanese Industrial Organiza- 
tion,” pp. 298-99. 
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other social structures and processes? Not 
all sociological studies deal with all three 
questions. Many find the mapping, or em- 
pirical description and measurement, of the 
phenomenon a sufficiently demanding 
task. 

Lincoln and McBride’s statement of the 
two major research questions in the field of 
Japanese industrial organization — the dif- 
ferences between Japanese and Western 
patterns and the ability of existing causal 
theories to explain them — indicates how 
profoundly research in this field has been 
shaped by the maps of Western patterns and 
by the theories based on them. So far, Japan 
has provided a venue for testing Western- 
centered paradigms and identifying their 
shortcomings. To date, however, while this 
contribution to sociology has been an im- 
portant one, and influential out of all pro- 
portion to the very slender volume of 
Japan-focused research, it has stopped 
short of the next step: generating theory 
rather than simply testing it. 

In large part this has been due to the 
strength of the belief in the universal valid- 
ity of Western-generated social theory, and 
of the intensity of the effort needed to 
challenge it, leaving little time or energy 
for the careful construction of alternatives. 
In part, however, we can attribute it to the 
dominant paradigms of the 1960s and 
1970s. Critics of convergence theories of 
social organization, theories that have had 
a wide influence in virtually all subfields 
of sociology, often saw the alternative to 
technological or economic determinism as 
cultural determinism. Differences between 
Japanese and Western patterns proved to 
them the importance of national culture in 
shaping social patterns. 

Cultural determinism, however, had se- 
rious limitations as a basis for generating 
alternative theories. As its critics pointed 
out, it tended to be tautological. Japanese 
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industrial organization differed from West- 
em patterns because it was Japanese, a 
proposition whose basic simplicity had a 
certain appeal, not least to Japanese. But it 
was impossible to falsify and difficult to 
use as a basis for explaining change or for 
explaining the variations across organiza- 
tions within Japan. The debate over 
whether culture formed social patterns or 
social patterns formed culture was impos- 
sible to resolve, even as clearer definitions 
and measures of culture were developed.” 


The growing importance of the 
institutional paradigm 


With a major shift in the dominant par- 
adigms in organizational sociology, how- 
ever, the potential role of studies of Japa- 
nese and other Asian organizations in 
building theory has grown immeasurably. 
The focus is increasingly on the institu- 
tional configuration of societies: the inter- 
actions of organizations; the flows of peo- 
ple, information, capital, and other 
resources across and within organizations; 
and the historical and international context 
in which the institutional map of the soci- 
ety developed. The basic premise is that 
organizational differences—and cultural 
differences—within and across societies 
can best be understood in terms of the 
relationships across organizations and how 
those relationships have been shaped by 
historical paths of change. 

The focus on the surrounding context of 
the organization is not new. In the 1960s, 
contingency theory explained organiza- 
tional patterns in terms of the character- 


17. For a much more extended definition of cul- 
tural approaches to Asian organizations, see Gary G. 
Hamilton and Nicole Woolsey Biggart, “Market, Cul- 
ture, and Authority: A Comparative Analysis of Man- 
agement and Organization in the Far East,” American 
Journal of Sociology, supp., 94-S69-74 (1988) 
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istics of the environment, suchas its stabil- 
ity or predictability and the speed of 
change. Population-ecology and resource- 
dependency approaches characterized the 
environment in terms of the level and con- 
centration of the resources it made avail- 
able to the organization. 

The institutional paradigm draws on 
and tries to integrate the insights of earlier 
paradigms, but a paradigm shift in the so- 
cial sciences is like the turn of a kaleido- 
scope: it positions familiar elements in new 
ways and draws attention to elements that 
have previously gone unnoticed. Earlier 
paradigms portrayed the environment as 
high or low on a number of continuous 
variables, such as complexity, turbulence, 
or concentration of resources. In contrast, 
the emerging institutional paradigm insists 
on the importance of what kind of institu- 
tions supply what kind of resources and 
what demands they place on the organiza- 
tion in return and on the nature as well as 
the number of the relationships that orga- 
nizations develop with other organizations 
around them. This means that trying to 
generate theory on the basis of a single so- 
ciety, where there is much less variation 
in these factors than there is across soci- 
eties, becomes an increasingly dubious 
enterprise. 

Research on Japan and other Asian 
countries hed little direct impact on the emer- 
gence of this paradigm, although work by 
Ronald Dore in particular articulated the 
approach before it became fashionable." 
But the difficulty of satisfactorily account- 
ing for the differences between Japanese 
and American organizational, political, and 
economic patterns in terms of existing par- 
adigms was a powerful stimulus to the 
growing realization of their inadequacies. 


18. See in particular his chapter “Late Develop- 
ment,” in Brinsh Factory, Japanese Factory. 
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For example, the institutional paradigm 
pays much more attention to the role of the 
state in organization and management than 
has been the case for previous work in the 
subfield. Hamilton and Biggart compare 
features of management and organization 
in three Asian societies: Japan, Korea, and 
Taiwan. They conclude that neither eco- 
nomic nor cultural explanations can ac- 
count for the differences these societies 
exhibit in the role of large-scale organiza- 
tions and industrial groups, the control sys- 
tems of firms, and typical market strategies. 
Explaining these differences demands an 
examination of the historical and contem- 
porary role of the government in building 
the economy and in influencing the orga- 
nizational structure of firms: the so-called 
strong state in South Korea, the reliance of 
the state on mediating organizations such 
as industrial groups and industrial associa- 
tions in Japan, and the strong-society 
model in Taiwan.” 


ASIA-FOCUSED RESEARCH 
AND SOCIOLOGY 


The institutional paradigm is becoming 
important not only in organizational and 
industrial sociology but also in other sub- 
fields, including social change, the sociol- 
ogy of education, and social stratification. 
Sociologists in a growing range of sub- 
fields would echo not only Kalleberg and 
Lincoln’s complaint about the scarcity of 
comparative work but also—with suitable 
changes in the final words — their conclud- 
ing statement that “only by examining 
these issues in a wide range of cultural, 
social, and historical contexts will we ulti- 
mately be able to understand the origins 
and operations of the work structures 
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molding national patterns of economic 
stratification.””° 

But the growing interest in institutions 
and institutional contexts is by no means 
confined to sociology. Economics is wit- 
nessing the emergence of new paradigms 
and new excitement in the long-neglected 
area of institutional economics. A similar 
paradigm is having a profound effect on 
political economy, which is experiencing a 
comparable resurgence in political science. 
For the first time since modernization the- 
ory fell from grace in the early 1970s, the 
social sciences are seeing the emergence of 
a shared paradigm. 

The study of Asian societies is particu- 
larly well positioned to benefit from this 
development. In the past, social scientists 
specializing in Asia—and sociologists in 
particular — have had to deal with the accu- 
sation that they have been more interested 
in their particular regional specialty than in 
cutting-edge issues in the theories of their 
discipline. One aspect of this was the 
strong pull toward eclecticism in research 
on Asia. The Asian studies field has long 
been interdisciplinary in its educational 
programs and its professional interactions. 
In contrast to the high levels of specializa- 
tion that prevail in the social sciences as a 
whole, the Asian studies specialist in any 
discipline has usually shared graduate 
classes in language, history, and often the 
social sciences with fellow area concentra- 
tors from other disciplines. In the course of 
fieldwork in Asia, researchers from the 
various disciplines frequently interact in- 
formally, sharing insights and problems 
and building networks that are maintained 
and reinforced through the annual meet- 
ings of the Association for Asian Studies 
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(AAS), which provides an interdiscipli- 
nary professional forum. Within many uni- 
versities, specialists in each Asian country 
or region often have a primary affiliation 
with their disciplinary department and a 
secondary one with an Asian studies pro- 
gram or a country-focused program. With 
the reemergence of a shared social science 
paradigm, the interdisciplinary nature of 
the field can once again become an advan- 
tage rather than a handicap. 


CONCLUSION 


One immediate consequence of the 
emergence of the institutional paradigm is 
obviously the growing importance of com- 
parative studies, especially of Asian socie- 
ties, which have experienced phenomenal 
industrial growth but which lie outside the 
Western tradition. The growing receptivity 
of sociology journals and of academic de- 
partments to non-U.S. research lowers one 
of the barriers to greater contributions to 
sociological theory from Asia-focused re- 
search. In short, current developments in 
sociology raise new opportunities for re- 
search on Asia to become a venue not just 
for testing theories based on Western expe- 
rience, but for developing new and more 
general~or more precisely delineated — 
paradigms. 

A formidable barrier remains, however: 
the small number of sociologists trained in 
Asian languages and history who are able 
to do primary research in Asia. Sociologists 
make up only 3 percent of the 5000-strong 
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membership of the national AAS. In the 
Japan field, for example, of the nearly 1200 
Japan specialists listed in the AAS mem- 
bership directory, only thirty-eight are 
sociologists. And in comparison with eco- 
nomics and management, very few Japa- 
nese researchers in sociology publish in 
English or do collaborative work with 
Western counterparts. Japanese sociology 
departments tend to be small, and a signif- 
icant proportion of their faculty come from 
amore heavily Marxist intellectual tradi- 
tion that makes collaboration with their 
North American counterparts difficult, 
especially in organizational or industrial 
sociology. 

The number of sociologists who are 
doing comparative work within Asia is 
even smaller. One of the problems in most 
comparative work on Asia is that the base 
of comparison is usually the United States. 
We have pitifully few sociological studies 
that look for differences and commonali- 
tics across Asian societies, and, clearly, 
such studies are critically important in bet- 
ter understanding the roles of institutional 
configurations, culture, technology, and 
economic or market forces. 

Nevertheless, the growing popular and 
intellectual interest in Asia that has helped 
fuel the demands for less parochial para- 
digms in sociology will undoubtedly in- 
crease the numbers of researchers doing 
fieldwork in Asia. The research that results 
will, one hopes, make important contribu- 
tions to the discipline and to our under- 
standing of Asian societies. 
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The Pacific Basin versus the 
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Two Paradigms of 
International Relations 
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ABSTRACT: For many years, the study of international economy and interna- 
tional security, two fields of international relations, has been based respectively 
upon the two concepts of international liberalism and extended deterrence. Both 
concepts developed out of the conditions of the Atlantic/European arena after 
World War IT; together they form the Atlantic Alliance paradigm. This paradigm 
poorly fits the Pacific/Asian world. In regard to the international economy, the 
East Asian states are adherents not of international liberalism but of international 
mercantilism. In regard to international security, they are cases not of extended 
deterrence but of finite deterrence. Together, these concepts form the Pacific 
Basin paradigm. The 1990s will be a period of conflict between these two 
international relations paradigms, the declining one of the United States and the 
American half century and the rising one of the East Asian powers and the future. 
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PACIFIC BASIN VERSUS ATLANTIC ALLIANCE 


OR almost half a century, the study 
of international relations and of two 
of its fields, international economy and 
international security, has been based upon 
a few central concepts. The field of inter- 
national economy has been based upon the 
idea of international liberalism: liberal 
states, particularly those in North America 
and Western Europe, support market forces’ 
within an open international economy. This 
might be termed the GATT model, after the 
General Agreement on Tariffs and Trade, 
which was established in 1948. Similarly, 
the field of international security has been 
based upon the idea of extended deter- 
rence: the United States contains Soviet 
military aggression, particularly in West- 
ern Europe, by the threat of nuclear escala- 
tion in response. Deterrence is said to be 
extended because the United States ex- 
tends its commitment beyond its own ter- 
ritory to cover the territories of its allies. 
This might be termed the NATO model, 
after the North Atlantic Treaty Organiza- 
tion, which was established in 1949. 


THE ATLANTIC ALLIANCE 
PARADIGM: INTERNATIONAL 
LIBERALISM AND 
EXTENDED DETERRENCE 


The two concepts of international liber- 
alism and extended deterrence, the two 
models of GATT and NATO, thus fill out 
the economic and security dimensions in 
the analysis of international relations. To- 
gether, they form a distinctive way of look- 
ing at the world, what might be called the 
Atlantic Alliance paradigm. 

The concepts of international liberalism 
and extended deterrence both developed 
out of the conditions of what was the geo- 
graphical center of world politics after 
World War II, namely, Europe, America, 
and the Atlantic Ocean that linked them, all 
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organized by the United States within the 
Atlantic Alliance. But both concepts had 
been prefigured in the earlier economic and 
security policies of Great Britain, espe- 
cially during the century between the Na- 
poleonic wars and World War I: The first 
was also known as international liberalism; 
the second was known as coalition strat- 
egy.’ After World War II, it was natural for 
the United States, which was replacing 
Britain in so many other ways and places, 
to replace it also as the upholder of these 
concepts. They are ideas that have come 
readily to nations that are commercial 
economies, liberal polities, and maritime 
powers. 


From the Atlantic/European 
reality to the 
Pacific/Astan reality 


It was also natural, however, for the 
United States, which was now both the 
major Atlantic power and the major Pacific 
power, to apply these ideas to both the 
Atlantic/European reality and the Pa- 
cific/Asian reality. There were, after all, 
many apparent similarities in the security 
Situations of the two regions. The Soviet 
Union appeared to threaten both Western 
Europe and East Asia, it had imposed a 
communist revolution in Eastern Europe 
and supported one in China, and the two 
superpowers confronted each other in the 
two Germanies and the two Koreas, There 
were similarities in the economic situations 
as well. The shattered industries of de- 
feated Germany and defeated Japan had 


1. Kari Polanyi, The Great Transformation. The 
Political and Economic Origins of Our Time (Boston: 
Beacon Press, 1957), chap. 1; Paul M. Kennedy, The 
Rise and Fall of British Naval Mastery (New York: 
Cambridge University Press, 1976), idem, The Rise 
and Fall of the Great Powers (New York. Random 
House, 1988) 
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much in common; George Kennan in- 
cluded both in his famous list of the five 
world power centers — the others were the 
United States, the Soviet Union, and Brit- 
ain. The U.S. response to the economic 
distress was the Marshall Plan in Western 
Europe in 1947 and the New Course in 
Japan in 1948. The U.S. response to the 
security threat was the military defense of 
South Korea in 1950 and the military 
buildup in West Germany in 1951. 


The Atlantic Alliance paradigm 
as a Pacific Basin fantasy 


This way of looking at the two realities, 
however, of course masked important dif- 
ferences, and it would lead to monumental 
disasters. 

The way the communist revolution oc- 
curred in China was very different from the 
‘way it generally occurred in Eastern Eu- 
rope. In the former, communism came to 
power through strong local armed forces — 
the People’s Liberation Army ~ with mod- 
est support from the Soviet army in Man- 
churia. In the latter, communism came to 
power through the occupying Soviet army, 
with modest support from weak local com- 
munist parties.’ 

Further, the way liberal capitalism re- 
turned to power in Japan was very different 
from the way it returned in West Germany. 
In both countries, it is true, it returned with 
the support of the occupying U.S. army, but 
the local capitalist coalitions were not the 
same. In Germany the liberal capitalist 
restoration was led by German corpora- 
tions and banks, with support from a now- 
fragmented — into the different states of the 


2. There are exceptions to this pattern, however. 
communism came to power in China rather as it did in 
Yugoslavia and Albania, and it came to power in North 
Korea rather as it did in the rest of Eastern Europe. 
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Federal Republic — bureaucracy; in the 
language of recent social theory, it was a 
case of the society leading the state. The 
result was that when German liberal capi- 
talism looked to the world, it adopted a 
policy of international liberalism, a policy 
very much like that of the United States. In 
contrast, in Japan the liberal capitalist res- 
toration was led by the still-centralized 
Japanese bureaucracy, with support from 
the Japanese trading companies and banks; 
it was a case of the state leading the society. 
The result was that when Japanese liberal 
capitalism looked to the world, it adopted 
international mercantilism, a policy very 
different from that of the United States.’ 
The greatest disasters in U.S. security 
policy —toward China in the 1940s and 
1950s and toward Indochina in the 1960s 
and 1970s—resulted from the American 
effort to interpret the Asian reality through 
the European prism, to squeeze it into the 
NATO model. Similarly, the greatest con- 
flicts in U.S. foreign economic policy — to- 
ward Japan and the East Asian newly in- 
dustrializing countries in the 1980s — have 
resulted from the U.S. effort to squeeze 
these countries into the GATT model. 


THE PACIFIC BASIN 
PARADIGM. INTERNATIONAL 
MERCANTILISM AND 
FINITE DETERRENCE 


If we look at the Pacific/Asian world in 
its own terms, and not in those of the At- 
lantic/European world, a quite different 
paradigm of international relations will re- 
sult, what might be called the Pacific Basin 


paradigm. 


3 Clyde V. Prestowitz, Jr., Trading Places: How 
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In regard to the international economy, 
the East Asian states are not international 
liberals but rather international mercantil- 
ists; that is, they believe in a strong state 
guiding an organic society toward effective 
competition in the world economy, for the 
purpose of increasing the power and wealth 
of the state and society.’ In regard to inter- 
national security, the East Asian states are 
not cases so much of extended deterrence 
as of finite deterrence. Japan, because of its 
insular geography, and China, because of 
its massive population and its own nuclear 
force, are much less likely targets of a 
Soviet blitzkrieg than Western Europe. The 
problem of deterring the Soviets in Asia is 
more soluble and the solution more stable 
than in Europe. The East Asian countries 
have acknowledged this in their own ways. 
Japan has recently developed its concept of 
“comprehensive security”; China earlier 
developed its concept of “people’s war.” As 
we shall see, the security concept of finite 
deterrence also can fit neatly the economic 
concept of international mercantilism. 

If a Pacific Basin international system 
based upon the concepts of international 
mercantilism and finite deterrence were to 
come into being, however, the United 
States would no longer be the core country 
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in the Pacific region. If international mer- 
cantilism were adopted by all of the major 
states in the Pacific Basin, including the 
United States. the United States would 
close its open market. Similarly, if finite 
deterrence were adopted by all of the major 
States in the region, including the United 
States, the United States would withdraw 
its Seventh Fleet. But without the U.S. 
open market and the U.S. Seventh Fleet, 
the United States would be of little impor- 
tance to Asia and the Pacific. Japan and 
China-would become the core countries of 
the Pacific Basin, and the rest, including 
the United States, would become the pe- 
riphery, rather like Latin America has been 
in the inter-American system. 

It will be useful, therefore, to examine 
the historical origins of the East Asian con- 
cepts of international mercantilism and fi- 
nite deterrence, in the expectation that this 
will better prepare us to discern their fu- 
ture. Although one or both of these con- 
cepts are held in some version by most East 
Asian states, including the so-called little 
tigers — South Korea, Taiwan, Hong Kong, 
and Singapore—what gives them their 
contemporary weight is the fact that they 
are held by Japan and China. 

The modern histories of these two great- 
est East Asian powers have been very dif- 
ferent, in part because they have been so 
intertwined, especially in the half century 
from the Sino-Japanese War (1895-96) to 
World War II. China has experienced on 
Chinese territory itself successively the 
Opium Wars, the Taiping Rebellion, a va- 
riety of foreign incursions and occupa- 
tions, the Revolution of 1911, the civil wars 
of the warlord era, the Japanese invasion 
and occupation, the civil war between the 
Nationalists and the Communists, the Rev- 
olution of 1949, and the Cultural Revolu- 
tion. The comparable events that Japan has 
experienced in the same period and on 
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Japanese territory itself have been only the 
Meiji Restoration, the American bombings 
during World War II, and the American 
Occupation. 

The consequence of this contrast is that 
throughout almost all of its modern history, 
China has not been a coherent state, one 
holding a consensus ideology and guiding 
a cohesive society in a concerted policy. 
Conversely, throughout almost all of its 
modern history, Japan has been very much 
that. It is only in recent years that the 
Chinese state has become coherent enough 
to support and sustain its own versions of 
international mercantilism and finite deter- 
rence. But the Japanese state has been 
doing this for many decades. The Japanese 
story, therefore, will be the center of our 
discussion. 


JAPAN AS AN IMPERIAL 
MERCANTILIST. FROM THE 
MEIJI RESTORATION 
TO THE PACIFIC WAR 


The contrasting economic concepts of 
liberalism and mercantilism are bound up 
with contrasting. relative positions in the 
timing of industrialization. The idea of lib- 
eralism came naturally to states that indus- 
trialized relatively early — particularly 
Britain but also the United States — and the 
idea of mercantilism similarly came natu- 
rally to states that industrialized relatively 
late, such as Germany and Japan. The rea- 
sons for this contrast have been much dis- 
cussed by economic historians, and we 
shall not repeat them here,‘ but we can note 
that the late industrializers needed to pro- 
tect their infant industries from the already 
strong early industrializers, they needed 
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access to foreign markets that were already 
dominated by the early industrializers, and 
they needed large amounts of capital in 
order to catch up with the early indus- 
trializers. For all of these reasons, they 
needed a strong state and a mercantilist 
policy to give protection and direction to 
the developing economy. A leading eco- 
nomic historian, Alexander Gerschenkron, 
argued that there was a general pattern that 
the later a country began its industrializa- 
tion, the greater was the role of the state, in 
a sequence composed of Britain, France, 
Germany, Japan, and Russia.’ 


Japan asa 
late industrializer 


Within Europe the country that exem- 
plified mercantilism was Germany, and 
within Asia it was Japan. Consequently, 
there were numerous similarities in their 
histories from the 1860s — the German uni- 
fication and the Meiji Restoration — to 
World War Il. Japanese industrialization, 
however, began about a generation later 
than that of Germany. This was one factor 
making the Japanese state even more 
prominent and its policy even more mer- 
cantilist than was the case for Germany. 

But while Japan was like Germany in 
being a late industrializer, it was like Brit- 
ain in being an island country. The first 
condition led Japan to emphasize state 
guidance of the economy; the second led it 
to emphasize forcign markets. But because 
its industrialization was late, most foreign 
markets were already filled up by earlier 
industrializers. Thus Japan had to become 
a late imperializer as well, and because it 
was an island country, it had to be a sea-borne 
empire, one supported by naval power. In 
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doing so, it began to emulate the leading 
maritime power of the time, Britain. 


Japan between maritime power 
and continental power 


Japan’s situation in relation to its conti- 
nent, Asia, was significantly different, 
however, from Britain’s situation in rela- 
tion to its continent, Europe. Because 
China was united under one government, 
which, however, was weak — while Europe 
was divided into several states, which, 
however, were strong—Japan had the op- 
portunity to invade the Asian mainland, an 
opportunity that Britain had not had since 
it lost its territories in France in the fif- 
teenth century. Thus Japan was a maritime 
power that then tried to become also a 
continental one. In doing so, it began to 
emulate the leading continental power of 
the time, Germany, as well as the leading 
maritime one, Britain. 

Japan’s emulation of Britain helped 
bring about the Anglo-Japanese alliance of 
1902. This in turn enabled Japan to under- 
take the Russo-Japanese War of 1904-5 and 
to annex Korea (1905-10). In turn, the Rus- 
sian defeat in that war focused British at- 
tention exclusively on Germany as the only 
threatening continental power and helped 
bring about the Anglo-Russian entente of 
1907 and the British entry into World War I. 

Japan’s annexation of Korea was the 
beginning of its continental power. It was 
now in a position for an eventual expansion 
into Manchuria and even a full invasion 
when the opportunity or the necessity 
arose. The opportunity came with the Chi- 
nese Revolution and the warlord era (1911- 
27); the necessity would arrive with 
Chiang Kai-shek’s efforts to reunify China 
after 1927 and especially with the coming 
of the Great Depression after 1929. 
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Japan between 
international liberalism and 
imperial mercantilism 


By the 1920s, both Germany and Japan 
had developed industries that were among 
the most competitive in the world — princi- 
pally chemicals in Germany and textiles in 
Japan. The prosperity of the decade meant 
that there was a good international market 
for their goods. Consequently, the ideas of 
international liberalism became more at- 
tractive in these two late industrializers 
than they had been before. But with the 
advent of the Great Depression, the open 
international market was replaced with a 
jungle of trade barriers. Imperial mercan- 
tilism returned, and with a vengeance. 
Thus Japan invaded and occupied Man- 
churia in 1931, becoming even more a con- 
tinental power than before. 


The intellectual origins 
of international mercantilism 


By the late 1930s. Japan was the home 
of the most advanced mercantilist theorists 
in the world. Japanese economists devel- 
oped sophisticated conceptions of how a 
state could nurture the development of its 
society by competing within a dynamic 
world economy. It would not be until the 
1960s that some of these ideas, such as the 
product trade cycle, would appear among 
American economists, and then only 
among a few.* These conceptions provided 
the intellectual foundation for the indus- 
trial strategy of the Japanese Ministry of 
Commerce and Industry in the 1930s. But 
these beginnings of an international ver- 
sion of mercantilism were aborted by the 
fulfillment of the imperial one, the Japa- 
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nese invasion of China itself. The Ministry 
of Commerce and Industry would have to 
be converted into the Ministry of Muni- 
tions during the war before it could be born 
again as the Ministry of International Trade 
and Industry after the war. 


Japan between China 
and America 


With its invasion of China in 1937, 
Japan became still more a continental 
power. Its emulation of Germany helped 
bring about the Tripartite Pact with Ger- 
many and Italy in 1940. This in turn en- 
abled Japan to expand into Indochina in 
1940 and 1941 and to undertake war with 
the United States, beginning with a preven- 
tive strike and surprise attack at Pearl Har- 
bor. The United States, in one of its first 
efforts at extended deterrence, had in 1940 
moved most of its Pacific Fleet from San 
Diego and Long Beach to Pearl Harbor. 
The result was the most dramatic failure of 
extended deterrence in history. In turn, the 
Japanese war with the United State encour- 
aged Hitler to declare war upon the United 
States also, uniting the European war and 
the Pacific war into a truly world war.’ 

The China policy was the project of the 
Japanese army; its purpose was to create a 
mercantilist empire. The Pearl Harbor 
strategy was the project of the Japanese 
navy; its purpose was to ensure military 
security for that empire. Together, the 
China policy and the Pearl Harbor strategy 
combined the economic and the security 


9. Since Japan also attacked British possessions 
in East Asia at the time that it attacked Pearl Harbor, 
Britain was then at war with Japan as well as Germany 
and Italy; this technically would have linked the Eu- 
topean and Pacific wars, even 1f the United States had 
not entered the European one. But by itself, Britain 
would not have been able to continue a war in the 
Pacific, and in practice the European and Pacific wars 
would have been separate ones 
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goals of Japan, and they combined the 
army and the navy as the means to achieve 
them. The result was supposed to be the 
Greater East Asia Co-Prosperity Sphere, an 
ordered realm capable of international 
mercantilism and comprchensive security, 
a splendid empire of the sun. The results 
were actually to be the Pacific War, the 
largest naval battles in history, the artificial 
suns over Hiroshima and Nagasaki, the 
U.S. occupation of Japan, and the Ameri- 
can Century. 


JAPAN AS AN INTERNATIONAL 
MERCANTILIST. FROM THE 
AMERICAN OCCUPATION TO 

THE JAPANESE ASCENDANCY 


With the end of World War II, the Jap- 
anese army was replaced by the U.S. army, 
which continued to perform some of the 
same roles as the Japancse army had be- 
forc, that is, it fought and remained in 
Korea in large measure to ensure the mili- 
tary security of Japan. Similarly, the Japa- 
nese navy was replaced by the U.S. navy, 


which continued to perform some of the 


same roles as the Japanese navy had be- 
fore: it provided open markets for Japanese 
goods in Southeast Asia and ensured the 
free flow of oil to Japan from Indonesia and 
the Persian Gulf. It had been the oil em- 
bargo of the United States, the leading oil 
exporter of 1941 and the Saudi Arabia of the 
day, that had actually driven the Japanese 
government to the decision to scize the oil 
of the Dutch East Indies, the predecessor to 
Indonesia, and to protect the strategic flank 
of that oil lifeline with a preventive strike 
on the U.S. Pacific Ficet at Pearl Harbor. 


The supremacy of 
the bureaucracy 


Without its own army and navy, Japan 
no longer had its own continental strategy 
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or maritime strategy. What was left was a 
broken economy scattered about the one 
pillar that remained from the prewar order 
and that therefore became the commanding 
height of postwar Japan: the bureaucracy. 

The American Occupation reinforced 
these conditions. By destroying the old 
military and by institutionalizing a limit on 
a new military within the new constitu- 
tion—article 9—the Americans removed 
one pillar of the prewar triple alliance of 
military, industry, and bureaucracy. By dis- 
mantling the industrial zaibatsu, if only 
temporarily, they also reduced a second 
pillar. By relying on the bureaucracy for the 
actual administration of Japan during the 
Occupation, the Americans enhanced the 
role of the remaining pillar and thereby 
confirmed its supremacy. Since it still had 
its own bureaucracy, Japan still had its own 
industrial strategy. 


The synthesis of 
international mercantilism 


Thus the MacArthur Occupation reca- 
pitulated the Meiji Restoration. The foun- 
dation was once again laid for state guid- 
ance of the economy, but this time it would 
be directed exclusively to an industrial 
strategy targeted on international markets, 
not imperial ones. With the conclusion of 
the Occupation, the Japanese state was in 
an even better position to lead the Japanese 
society than it had been before World War 
II and to lead it with a particular vision. 
That vision combined the best of the two 
conflicting visions of prewar Japan, the 
international liberalism of the 1920s and 
the imperial mercantilism of the 1930s. 
The vision was international mercantilism. 

The only power that could oppose the 
international mercantilism of Japan was 
the United States, but it did not choose to 
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do so. Why the United States did not, when 
it was promoting liberalism and opposing 
mercantilism so vigorously in Europe, has 
been the subject of considerable scholarly 
analysis. Robert Gilpin argues that the 
dominant consideration in U.S. policy was 
international security, rather than interna- 
tional economy.'° In Europe, the United 
States had several major allies; it could 
play them off against each other. In Asia, 
the United States had only one major ally, 
and that was Japan; this gave Japan much 
greater bargaining power than was the case 
with any one European ally. In any event, 
international mercantilism remained intact 
in Japan and largely has continued so down 
to the present day. 

The international mercantilism of Japan 
and other East Asian states conceives of the 
State as guiding society toward effective 
competition in the world market, for the 
purpose of increasing the power and wealth 
of the state and society, but it also con- 
ceives of this competition as taking place 
within a context of dynamic, not static, 
comparative advantage, where the state 
helps society to move progressively higher 
on the ladder of technology, to shift out of 
low-technology and low-wage industries 
and into high-technology and high-wage 
ones. As a country moves up from a lower 
rung on the technological ladder, other 
countries — especially East Asian newly in- 
dustrializing countries — will move up onto 
it. Thus international mercantilism con- 
ceives the warld economic competition to 
be not a zero-sum but a positive-sum game; 
not only one but many countries will ben- 
efit, and these bencfits will be not only 
short-term gains but long-term develop- 

10. Robert Gilpin, US. Power and the Multina- 
tional Corporation: The Political Economy of Foreign 


Direct Investment (New York: Basic Books, 1975), 
pp 109-11. 
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ment. But this mutual development re- 
quires the more advanced countries to be 
continually developing new technologies 
and new industries, so that they can de- 
volve their old industries to less developed 
countries. This in turn requires the guid- 
ance of a strong and coherent state. 


The concepts of 
comprehensive security 
and finite deterrence 


Because Japan could no longer provide 
for its own security with its own military, 
it had to construct a functional equivalent 
with a combination of U.S. military power, 
its own economic power, and, in cases — 
for example, the Middle East — where nei- 
ther of these was very useful, its own low- 
posture diplomacy. It is this compre- 
hensive combination that has become the 
concept of comprehensive security, but the 
core of comprehensive security has been 
economic power. 

Within the framework of comprehen- 
sive security, the concept of finite deter- 
rence could become especially reasonable. 
Japan, because of its insular geography, is 
a much less likely target of a Soviet blitz- 
krieg than is West Germany and more gen- 
erally Western Europe. The problem of de- 
terrence of Soviet military aggression 
against Japan is more soluble and the solu- 
tion is more stable than they are with re- 
spect to Europe. 

Of course, Japanese finite deterrence, 
unlike that of China or France, cannot rely 
upon a national nuclear force. The artificial 
suns over Hiroshima and Nagasaki pro- 
duced in Japan an enduring nuclear allergy, 
so there can be no Japanese nuclear deter- 
rent. Further, Japanese finite deterrence 
would really be extended deterrence in the 
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sense that it would have to be extended 
beyond the national territory, namely, to 
include South Korea. But Japanese deter- 
rence would still be extended only into a 
rather small country against a rather small 
adversary, North Korea. South Korea is 
now a plausible target of only a North 
Korean blitzkrieg—like the one in June 
1950 — not a Soviet one — unlike West Ger- 
many — and not even a Chinese one, unlike 
the one in November 1950. 


CONTRADICTION AND 
COOPERATION IN CONCEPT 


At first glance it might seem that the 
Japanese concepts of international mercan- 
tilism and finite deterrence would be in 
fundamental contradiction to the American 
concepts of international liberalism and 
extended deterrence. The decade-long dis- 
putes between Japan and the United States 
over economic and security issues would 
seem to provide sufficient evidence that 
this is the case. 

In reality, however, Japan and the other 
East Asian states benefit from the U.S. 
policies of international liberalism and ex- 
tended deterrence, even though they would 
not adopt the policies for themselves. From 
their perspective, the best world is one in 
which the United States has policies of 
international liberalism and extended de- 
terrence while they pursue policies of in- 
ternational mercantilism and finite deter- 
rence. Even within the United States, 
however, there are important groups who 
find Japanese economic and security con- 
ceptions quite acceptable. This is most ob- 
viously the case with the general notion of 
comprehensive security, but it is also true 
of international mercantilism and finite de- 
terrence, ideas that are the opposite of 
American ways of thinking. 
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Comprehensive security and 
complex interdependence 


The Japanese concept of comprehen- 
sive security has much in common with the 
American concept of complex interde- 
pendence. This is the idea that economic 
issues have joined security issues as high 
politics, that economic conditions con- 
strain military adventurism and military 
spending, and that international interde- 
pendence has transformed the traditional 
pursuit of national interests. The concept of 
complex interdependence is clearly consis- 
tent with, indeed is a logical extension of, 
the concept of international liberalism. 
When the advocates of complex interde- 
pendence do turn their attention to security 
issues, they usually support a policy of 
arms-control agreements with the Soviet 
Union, that is, the détente of the early 
1970s and the new détente of the late 
1980s. 

Like the concept of international lib- 
eralism, the concept of complex interde- 
pendence comes naturally to a particular 
group within a nation, for example, to fi- 
nancial institutions engaged in interna- 
tional business. Such ideas formed the 
basic world- view of the City of London 
from the middle of the nineteenth century 
until World War TI, and they have formed 
the basic worldview of the international 
banks of New York since the 1960s. The 
policy of the City of London toward Nazi 
Germany in the 1930s was that of appease- 
ment; the policy of the New York banks 
toward tne Soviet Union in the 1970s and 
again in the late 1980s has been that of 
détente." This is not to say that the policy 

11, James R. Kurth, “Travels between Europe and 
America: The Rise and Decline of the New York 
Foreign Policy Elite,” forthcoming in a volume edited 
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Social Science Research Council 
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of the Soviet Union has been the same as 
that of Nazi Germany and that the policy 
of détente therefore has been mistaken. 


International mercantilism and 
international liberalism 


The response of these same interests to 
the concept of international mercantilism, 
held by Japan and other Asian nations as 
well, is rather more complex, but it also 
ends in acceptance. The U.S. financial in- 
stitutions can accept the combination of 
Amcrican international liberalism and 
Asian international mercantilism because 
the gap between the two is a void that they 
can fill. International mercantilism can cre- 
ate dynamic industries, but it is slower to 
develop cosmopolitan financial services; 
the growth of industrial exports outpaces 
the development of international financial 
connections. The dynamic industries of 
one country will need the sophisticated 
financial institutions of another country, 
which, however, are willing to provide 
these services to any rich country. Con- 
versely, a successful mercantilism may be 
so successful that it can make it in the 
interest of almost anyone to make a deal 
with it. The U.S. financial community sees 
itself in this role vis-a-vis the mercantilist 
industries of Asia today, just as the City of 
London saw itself in this role vis-a-vis the 
protectionist industries of America in the 
nineteenth century. 

The financial institutions are joined in 
their international liberalism by other im- 
portant American interests, particularly 
multinational corporations that produce 
abroad for sale at home and professional 
groups— lawyers, doctors, professors — 
that provide services that by their nature 
cannot be imported and therefore do not 
face foreign competition. Together, they 
form a solid political coalition in support 
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of international liberalism and in accep- 
tance of the international mercantilism of 
other nations. On the other hand, workers 
engaged in the production of tradable — 
importable — goods are steadily displaced 
from their jobs. The result, or at least the 
cliché, is the son of a $40,000-a-year au- 
toworker becoming a $10,000-a-year fast- 
food worker. 

Thus the nations that adhere to interna- 
tional liberalism, in particular Britain and 
the United States, gradually divide into two 
parts—indeed, two nations—one that is 
benefited by an open economy and one that 
is devastated by it. Conversely, the nations 
that adhere to international mercantilism, 
especially Japan and South Korea, become 
even more united, indeed organic, nations 
than they were before. 


Finite deterrence and 
extended deterrence 


There are also groups within the United 
States with a similar response to the con- 
cept of finite deterrence held by Japan and 
other Asian nations. The U.S. military ser- 
vices can accept the combination of Amer- 
ican extended deterrence and Asian finite 
deterrence because the gap between the 
two is a void that they can fill. The gap 
provides a role and a rationale for the U.S. 
Navy in the western Pacific, the U.S. Army 
in South Korea, the U.S. Marines in Oki- 
nawa, and the U.S. Air Force in all three.'? 

The interests of the military services, of 
course, are not the most important factor in 
deciding where they will be deployed, es- 
pecially in an era when Congress will cut 
defense spending. But the same solid polit- 


12 I have discussed the maritime strategy of the 
U.S. Navy in my “United States and the North Pa- 
cific,” in Security and Arms Control ut the North 
Pacific, ed. Andrew Mack and Paul Keal (Winchester, 
MA. George Allen & Unwin, 1988), pp. 27-49. 
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ical coalition of financial institutions, mul- 
tinational corporations, and liberal profes- 
sionals that prospers in the gap between 
American international liberalism and 
Asian international mercantilism also finds 
acceptable the gap between American ex- 
tended deterrence and Asian finite deter- 
rence. The mutual benefits that are the re- 
sult of the first gap are, in their minds, 
protected by the extended deterrence that 
is part of the second. 

In addition, there are emerging the ele- 
ments of a grand bargain between the 
banks in America and the banks in Japan. 
The former are experienced in interna- 
tional lending but poor in cash —or rich in 
bad loans; the latter are just the reverse. 
The American banks hope to direct the 
flow of Japanese capital to their own ad- 
vantage — for example, toward helping to 
fund the Latin American debt; the Japanese 
banks hope to continue to operate within 
the cheap security system provided for 
them by American military forces. The ob- 
vious bargain to be struck is for the Amer- 
ican banks to continue to support American 
extended deterrence in the Pacific Basin, 
while the Japanese banks begin to provide 
capital to the grand projects of the Ameri- 
can banks, particularly in Latin America." 


FROM THE PACIFIC WAR 
TO THE PACIFIC PACIFIC 


The 1990s, a half century after the Pacific 
War, will be a period of tension between 
two international relations paradigms: (1) 
the declining one of international liberal- 
ism and extended deterrence, created by 
the United States in the Atlantic/European 


13. Zbigniew Brzezinski, “America’s New Geo- 
strategy,” Foreign Affairs, 66(4) 696-99 (Spring 
1988); Robert Gilpin, The Political Economy of Inter- 
national Relations (Princeton, NJ: Princeton Univer- 
sity Press, 1987), pp. 328-39 
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world and extended by it into the Pa- 
cific/Asian world, the paradigm of the 
American half century; and (2) the rising 
one of international mercantilism and finite 
deterrence, created by the Pacific/Asian 
powers themselves, the paradigm of the 
future. The two paradigms are in an uneasy 
but symbiotic relationship. The relation- 
ship between the Atlantic Alliance and the 
Pacific Basin paradigms is rather like the 
relationship between yin and yang, that 
famous Asian symbol that appears in many 
places in Asian life, including the center of 
the South Korean flag. The Atlantic Alli- 
ance paradigm is waning and the Pacific 
Basin paradigm is waxing, but each is inti- 
mately —and dialectically — connected to 
the other. 

In its contemporary version, interna- 
tional mercantilism can mean economic 
cooperation between the states of the Pa- 
cific Basin in a reasonable but changing 
division of labor based upon dynamic, not 
static, comparative advantage in the inter- 
national market. Similarly, comprehensive 
security can mean comprehensive cooper- 
ation between the states of the Pacific 
Basin, with military deterrence directed 
only at the most finite security objective, 
the protection of the national territory. 

A half century ago Japan adhered to a 
harsher version of international mercantil- 
ism and comprehensive security: imperial 
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mercantilism and East Asian hegemony. In 
pursuit of these policies, Japan warred 
upon the other great Asian power, China. 
In doing so, it came into conflict with the 
American paradigm of international liber- 
alism—the open door in China—and ex- 
tended deterrence—the U.S. forces in the 
Philippines and the U.S. fleet at Pearl Har- 
bor. This in turn opened the way for the 
Pacific War, the American victory, and the 
American half century. 

If Japan and China should again come 
into conflict, as they did a half century ago, 
the outcome of the tension between the 
Atlantic Alliance and the Pacific Basin par- 
adigm is likely to be a descent into chaos 
and a journcy into the unknown, although, 
of course, not necessarily in a way like the 
Pacific War. Conversely, if Japan and 
China should come into cooperation, even 
more than they have in the past decade, the 
outcome of the tension between the Atlan- 
tic Alliance and the Pacific Basin para- 
digms is likely to be the gradual waning of 
the first and waxing of the second, the 
dialectic of yin and yang. 

The Atlantic Alliance paradigm and the 
American Century entered into their historic 
moment through the Pacific War. The Pa- 
cific Basin paradigm and the Pacific Cen- 
tury will enter into their historical moment 
only if the Pacific Basin remains pacific. 
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Shaping and Sharing 
Pacific Dynamism 


By TAKASHI INOGUCHI 


ABSTRACT This article attempts to elucidate the underlying considerations 
and calculations of one of the major actors of the Pacific region, Japan, in 
shaping and sharing the much vaunted Pacific dynamism. Keeping in mind the 
enormous economic vigor accompanied by a measure of uncertainty in Pacific 
international relations, the article attempts to analyze from a Japanese perspec- 
tive the current configuration-of ideas and practices unfolding in the region. 
First, the major features of Pacific dynamism are delineated. Second, the 
superpowers’ preoccupation with domestic difficulties are touched on as one of 
the major triggering mechanisms encouraging more regionalist forces through- 
out the world. Third, Japanese calculations surrounding Pacific dynamism are 
delineated, with major counteractions to Pacific dynamism by other major actors 
also taken into account. 
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SHAPING AND SHARING PACIFIC DYNAMISM 


YNAMISM — this is the best single 
word to characterize the evolution 
of the Pacific region over the past decade. 
Economic growth, trade expansion, and 
exchange-rate movements —~the rise of 
most currencies in the Pacific region 
against the U.S. dollar—demonstrate the 
profound importance of the Pacific region 
in shaping global adjustments of interna- 
tional relations and the world economy.' 
Dynamism contains both positive and 
negative aspects.” Positively, it means 
vigor and aggressiveness. Negatively, it 
means uncertainty and unpredictability. 
Because Pacific dynamism brings increas- 
ing prosperity to the Pacific region and to 
the entire world with its vigorous growth 
and expansion, it is termed positive. From 
this side of the looking glass, forging eco- 
nomic interdependence with a prosperous 
economic region brings economic benefits. 
The dramatic expansion of the Japanese 
market and, to a lesser degree, the markets 
of South Korea and Taiwan promotes the 
absorption of manufactured goods from the 
rest of the world: Japan’s share of manu- 
factured goods in total imports for the pe- 
riod 1979-88 has increased from 26.0 per- 
cent to slightly higher than 48.0 percent’ 


1. Colin I. Bradford and William H Branson, 
eds., Trade and Structural Change in Pactfic Asia 
(Chicago University of Chicago Press, 1987); Peter 
Drysdale, International Economic Pluralism: Eco- 
nomic Policy ut East Asia and the Pacific (New York 
Columbia Universtty Press, 1988). 

2. Takashi Inoguchi, “The International Politi- 
cal Economy of the Pacific Dynamism,” in Japan's 
Growing External Assets: A Medium for Regional 
Growth? ed. Susumu Awanohara (Hong Kong. 
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forthcoming). 
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Free Trade Area?” (Paper delivered at “More Free 
Trade Areas? Outlook for World Trade Policy,” Con- 
ference of the Institute for International Economics, 
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At the same time, the very vigor and 
aggressiveness of this economic activity 
has been helping to create uncertainty and 
unpredictabilizy in the whole arena of trade 
and even sometimes in security arrange- 
ments. The awesome Pacific economic 
growth and trade expansion in manufac- 
tured goods for the last decade and, more 
recently, the staggering trade surplus and 
financial power of Japan, Taiwan, and 
Korea have been causing a variety of coun- 
teractions from various countries. Thus, 
from the other side of the looking glass, the 
rapid emergence of competitive economic 
actors has been enormously disruptive, 
forcing the rest of the world to counteract 
with other means. One strong piece of ev- 
idence is the surge of protectionism and 
regionalism throughout the world in the 
last couple of years. Other examples range 
from the inability of the Uruguay Round on 
the General Agreement on Tariffs and 
Trade to come to accord for midterm re- 
view in December 1988, to the open mili- 
tancy of Americans against Pacific Asians 
and West Europeans using their unilateral 
interpretations of unfair trade practices, to 
the ratification by the Canadians of the 
U.S.-Canadian bilateral free-trade agree- 
ment in December 1988, and finally to the 
increased self-confidence of West Europe- 
ans in devising trade and investment rules 
of their own toward further European inte- 
gration in 1992. 

In the rest of this article, I shall first 
describe the three major features of Pacific 
Asian economic relations. Then I shall an- 
alyze how the somewhat weakened leader- 
ship of the two superpowers affects the 
course that Pacific dynamism will take. 
Third, I shall focus on the considerations 
and calculations of the Japanese in shaping 
and sharing Pacific dynamism and in 
adapting to the counteractions of the other 
major actors I shall place the Japanese 
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conceptions of Pacific dynamism first in a 
historical perspective, second in relation to 
longer-term scenarios of Japan’s place in 
the world, and third in the context of cur- 
rent policy alternatives. 


THREE MAJOR FEATURES 
OF PACIFIC DYNAMISM 


In focusing on intra-Pacific economic 
interactions, three major features emerge: 
the flying-goose formation of economic 
growth, the enhancement of horizontal in- 
teractions within the Pacific Asia region, 
and strains between the Pacific Asia region 
and other parts of the world, particularly 
North America and Western Europe. 


The flying-goose formation 


The well-known phrase “flying-goose 
formation” was invented by Kaname 
Akamatsu to characterize the development 
pattern of East and Southeast Asia.* Like 
flying geese forming a triangular pattern 
headed by their leader, Pacific Asian devel- 
opment is spearheaded by Japan, which is 
followed by the Asian newly industrializ- 
ing countries (NICs), including South 
Korea, Taiwan, Hong Kong, Singapore, 
Malaysia, and Thailand, and now is fol- 
lowed increasingly by some other coun- 
tries of the Association of Southeast Asian 
Nations (ASEAN) and, to a far lesser de- 
gree, China, Vietnam, North Korea, and the 
Soviet Union. Dynamism diffuses from 
Japan to Korea, Taiwan, Hong Kong, and 
Singapore, and further to Malaysia, Thai- 
land, Indonesia, the Philippines, and 
Brunei as well as to China, Vietnam, North 
Korea, and the Soviet Union. Uneven de- 
velopment in Pacific Asia has forced coun- 
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tries to focus energy on those industrial 
sectors nascently competitive with the rest 
and to gain from exports in a gradual fash- 
ion when its own market is not sufficiently 
large. The open and large market of the 
United States and the U.S.-led free-trade 
regime has been indispensable to this pat- 
tern of economic development. 

There are two other mechanisms in this 
development pattern: (1) the success of 
early starters in Pacific Asia has been em- 
ulated selectively to accelerate the late- 
comers’ catch-up process; and (2) the grad- 
ually lost competitiveness of early starters 
in some sectors enables latecomers to rise 
through the former’s shift of production 
site from home to the latter. Thus, for in- 
stance, some Japanese electronics firms 
used to produce goods in Taiwan and 
Korea when Japanese wages and other 
costs soared, but as Taiwanese and Korean 
costs steadily rose, they began to operate 
more in Thailand and the Philippines. UNI- 
DEN, an electronics company based in 
Japan, is now in the process of shifting all 
its production sites from Taiwan and Hong 
Kong to the Philippines and China, thus 
diffusing economic benefits to the Philip- 
pines and China as well.’ 


Horizontal interactions 
enhanced 


As Pacific dynamism has unfolded to 
the entire region, the intraregional interac- 
tions in Pacific Asia have increased dra- 
matically. Foremost in importance among 
them is the increasingly horizontal rela- 
tionship between Japan and the Asian 
NICs, as exemplified by the dramatic in- 
crease in Japan’s importation of manufac- 
tured goods from Asian NICs and ASEAN 
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countries, registering around 50 percent 
per annum since 1985.° There has also 
been a drastic decrease in exports from the 
Asian NICs of Korea, Taiwan, and Hong 
Kong to the United States as a proportion 
of their total exports, decreasing to one- 
third in 1988 from the level of one-half in 
1985.’ Among the Asian NICs as well, the 
complex trade pattern has emerged so as to 
make each country a horizontal trade part- 
ner of the others; such a relationship ob- 
tains especially between Taiwan and 
Korea. Although the size of such trade has 
not become as large as that in the European 
Community, the direction of the movement 
has become unmistakably clear. Also not to 
be overlooked are the vigorous moves by 
the Asian NICs in trade with, direct invest- 
ment in, and, more recently, economic aid 
to some ASEAN countries, China, North 
Korea, and Vietnam. For instance, Taiwan 
is now first in terms of direct investment 
flows in the Philippines, surpassing both 
Japan and the United States. These moves 
are positive, as they help shape the region 
with regional resources rather than relying 
too heavily on extraregional markets. They 
are positive also as they make the angle of 
the flying-goose formation less acute and 
more obtuse, helping to foster a sense of 
equality. 


Strains and stresses with 
other major partners 


Pacific Asia must cope with the increas- 
ing salience of stresses and strains in its 
relationship with North America and West- 
ern Europe. In terms of saving rate, growth 
tate, trade surplus, and financing power, 
Japan and the Asian NICs ase clearly one 


6. Drysdale and Garnaut, “Pacific Free Trade 
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of the destabilizing forces in the world 
economy just as the United States and debt- 
ridden middle-income countries are at the 
other extreme. Pacific Asia has thus be- 
come party to trade frictions. As the United 
States increasingly resorts to what is called 
aggressive bilateral peacekeeping in 
trade,® frustrated as it has been with the 
General Agreement on Tariffs and Trade’s 
multilateralist experiences for promoting 
market liberalization, these stresses and 
Strains are most likely to continue to exist. 
Not only the issue of trade surplus but also 
all sorts of other issues characterize the 
rapidly intertwining economic partnership 
between Pacific Asia on one hand and 
North America and Western Europe on the 
other. They include intellectual property, 
direct investment codes, service trade, ag- 
ricultural subsidies, exchange-rate regula- 
tion, nontariff barriers, industrial targeting, 
specific reciprocity, inward-looking re- 
gionalism, and bloc formation through 
bilateralism. 

Three features are important when we 
look into the considerations and calcula- 
tions of Japan concerning Pacific dyna- 
mism. First, the still-unfolding pattern of 
uneven develapment in Pacific Asia means 
that Pacific Asia continues to have enor- 
mous room for activating and intensifying 
regional economic activities within itself. 
In other words, much remains to be ex- 
ploited in Pacific Asia to keep its dyna- 
mism moving forward. Second, the in- 
creasing intraregional transactions, when 


8 Robert Baldwin end J David Richardson, 
“Recent US Trade Policy and Its Global Implica- 
tions,” ın Trade and Structural Change, ed. Bradford 
and Branson, pp. 121-55. See also Paula Stern and Paul 
A. London, “A Reaffirmation of U.S. Trade Policy,” 
Washington Quarterly, 11(4):55-71 (Autumn 1988); 
Stephen Krasner, “Trade Conflicts and the Common 
Defense,” Political Science Quarterly, 101(5):787- 
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accompanied by the relative weakening of 
superpower dominance and confrontation, 
mean the potential divergence among Pa- 
cific Asians on how to give order to a 
still-fluid Pacific dynamism. In other 
words, given the increasing prospect for 
the Americans to preoccupy themselves 
with the less than enlightened long-term 
plobalist viewpoint, Pacific Asians might 
find it somewhat more difficult to organize 
themselves while coping with counterac- 
tions from the rest of the world to the very 
Pacific dynamism it has been creating. 


JAPANESE CALCULATIONS: 
LOOKING BACKWARD 


To examine Japanese calculations, it is 
necessary first to point out that Japan lives 
in Pacific Asia with bilateral Japanese-U.S. 
ties in economic, technological, and secu- 
rity arenas kept perhaps incredibly high. A 
defeated nation with a developing-country 
Status, Japan since 1945 has had to rely 
almost entirely on the generally favorable 
international environment that the victory 
of the Allied powers, especially the United 
States, brought about. The most important 
elements of this environment were the se- 
curity umbrella and the free-trade regime. 
Bilateral interdependence has been further 
enhanced as Japan has moved up from a 
developing country to a country whose 
gross national product is more than one- 
half that of the United States and whose per 
capita income has surpassed that of the 
United States. Two major factors have con- 
tributed to this outcome.’ 


9. Takashi: Inoguchi, “The Ideas and Structures 
of Foreign Policy: Looking Ahead with Caution,” in 
The Political Economy of Japan, vol, 2, The Changing 
International Context, ed. Takashi Inoguchi and Daniel 
I. Okimoto (Stanford, CA: Stanford University Press, 
1988), pp. 23-62, 490-500. 
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Japanese shyness on 
security matters 


The first factor is that by defeat and 
occupation— and by instinctive habit and 
cunning calculation—Japan has been ac- 
customed to being shy about security and 
military matters since 1945. Japan’s Self- 
Defense Forces (SDF) have been built pri- 
marily to satisfy the needs of the United 
States, first as an occupying power and 
later as an ally. They are not primarily for 
the defense of Japan but more intended to 
enhance the U.S. military forces confront- 
ing the Communist bloc. Even now the 
primary task of the Japanese SDF is to 
assist the U.S. armed forces in the Far East 
and the Pacific to meet emergencies in the 
Pacific and around the globe. One telling 
fact is that the U.S. forces in Japan are not 
in a position to help the Japanese land SDF 
on Hokkaido. Rather, they adopt a forward 
strategy whereby they would attack the 
Soviet forces deep in Soviet territories and 
territorial waters, with Japanese land SDF 
remaining vulnerable to attacking Soviet 
forces. Only after such an attack could the 
U.S. forces start their counterattack. The 
Japanese maritime SDF are not equipped 
to make amphibious operations on Hok- 
kaido under heavy Soviet onslaught. Both 
the command structure and the force struc- 
ture of the Japanese SDF clearly demon- 
strate that they exist as one component — 
indispensable to be sure—of the U.S. 
international security network. 


Recent military buildup 


The steady Japanese military buildup 
over the last decade now gives Japan num- 
ber-three status after the Soviet Union and 
the United States in terms of military ex- 
penditure. It is clear that Japan spends 
enormously for defense, but much of the 
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expenditure goes to personnel, while the 
bulk of nonpersonnel expenditure goes to 
the purchase of some of the most sophisti- 
cated and thus most expensive weapons 
from the United States. This pattern of 
Japanese military buildup has been rein- 
forced by the more recent criticism from 
abroad that Japan is a free rider of the 
Western alliance and that Japan should 
contribute more to the collective defense 
by shouldering more of the security role. 
The Japanese government has to cope with 
three things at the same time: (1) strong 
pacifism at the grass roots; (2) the still 
intermittently expressed reminder from 
abroad of the Japanese psychological debt 
of the last war; and (3) criticism of being a 
free rider in the Western alliance. The result 
has been this peculiar pattern of Japanese 
defense buildup. 

Evidence of Japanese determination to 
meet its own defense needs can be seen in 
at least two areas: the resolve to manufac- 
ture its next fighter support FSXs in collab- 
oration with the United States, yet with 
much more local content than its counter- 
part likes to think, and by its vigorous 
emphasis on the forthcoming midterm de- 
fense estimate on the need for land-based 
equipment with highly sophisticated weap- 
ons allowing for the disabling of attacking 
forces before they reach Japanese land." 
These developments exemplify some of 
the Japanese adjustments to a changed in- 
ternational environment. At the same time, 
it remains impossible to think of the Japa- 
nese SDF without the U.S. component. The 


10. For FSXs, see Asahi shimbun, 4 June 1988; 
Nikon keizai shimbun, 26 Dec. 1988. See also Takashi 
Inoguchi, “Trade, Technology and Security: Implica- 
tlons for East Asia and the West,” Adelphi Papers, 
218:39-55 (1987). For the midterm task estimate, see 
Yomiuri shimbun, 11 May 1988; Japan Defense 
Agency, White Paper on Defense 1988 (Tokyo: Gov- 
ernment Printing Office, 1988). 
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Japanese constitutional prohibition, the 
near insanity of hollowing out the alliance 
with the United States, and the long-dis- 
tance, fast-moving nature of military tech- 
nology all inhibit any solitary view of na- 
tional security in any strict sense of the 
word. 


Unprecedented Japanese-US. 
economic interdependence 


The second factor in the bilateral inter- 
dependence is that the economic interde- 
pendence with the United States is perhaps 
unprecedented in human history. Not only 
trade with and investment in each country 
by the other but also a huge amount of 
Japanese purchasing of U.S. Treasury 
bonds and an inestimable amount of finan- 
cial trading now take place across the Pa- 
cific. The two largest and most vigorous 
economies of the world have every reason 
to increase their economic transactions 
with each other. Furthermore, the not-so- 
strange coincidence of Japanese weakness 
insecurity and American relative weakness 
in economic matters has reinforced Japa- 
nese economic dependence on American 
economic health and wealth with an aston- 
ishing speed and magnitude. To save the 
U.S. dollar from falling so rapidly, Japan 
has been intermittently spending an enor- 
mous amount of money through monetary 
intervention. To liberate themselves from 
protectionist measures, many Japanese 
firms have made direct investment in the 
United States—no other country has so 
vigorously invested in the United States. 
The more money Japan places in the form 
of U.S. dollars for whatever reasons, the 
more interdependent Japan and the United 
States become and the more difficult it is 
for them to disentangle themselves from 
the higher risk of losing an incredible value 
of their dollar assets overnight, given the 
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somewhat shaky shape of the deficit-ridden 
U.S. economy. 


Lax U.S. economic management 


To many Japanese the problem is that 
the United States does not seem to manage 
its economy as they would like it to do. The 
major points of the Japanese message are 
the need for a drastic reduction of various 
expenditures including defense, the intro- 
duction of a major tax increase, the re- 
straint of consumption through recession- 
ary macroeconomic management, and 
improvement in business management and 
labor relations. 

Some serious Japanese have begun to 
think about some drastic unilateral mea- 
sures to discipline the somewhat lax 
Americans to tighten their economic man- 
agement. One such move would be raising 
Japanese interest rates to combat quicken- 
ing global inflation, which would then set 
off a managed decline in the dollar and 
U.S. bond and stock prices, forcing the 
United States to cut its deficit. A more 
moderate step would have the United States 
issue bonds denominated in foreign curren- 
cies. With, for instance, yen-denominated 
bonds, the U.S. government could not re- 
duce its financial burden of debt simply by 
printing additional money." 


JAPANESE CALCULATIONS: 
LOOKING FORWARD 


It is useful to recall what kind of calcu- 
lation was made by Prime Minister 
Yasuhiro Nakasone during his tenure of 
1982-87 when his policies of economic 
liberalization and alliance partnership 
were forcefully executed.'” First, he cor- 


11 International Herald Tribune, 23 Dec. 1988. 
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rectly foresaw the beneficial aspects of 
American Japan bashing with respect to 
market liberalization and privatization of 
government-regulated sectors. Not only 
would economic liberalization help Japan 
to avert criticism from the United States 
and others against Japan’s alleged protec- 
tionism, mercantilism, and free riding, but 
it also would help raise Japanese competi- 
tiveness. Second, his pro-U.S. defense ef- 
forts would help Japan to skirt criticism 
from the United States and others for being 
a free rider and also set the physical and 
organizational foundation on which to 
build stronger Japanese SDF while avoid- 
ing suspicion and criticism. As someone 
who had prepared 32 notebooks filled with 
what he would do as prime minister prior 
to his ascension to power, Nakasone was 
clear about his long-cherished nationalistic 
goals: more economic competitiveness and 
stronger SDF. 

Needless to say, no fundamental rever- 
sal of power between Japan and the United 
States has taken place during or since 
Nakasone’s tenure despite his success in 
enhancing Japan’s economic and military 
power. But the continuing economic diffi- 
culties of the United States and the steady 
movement toward a U.S.-Soviet détente, 
along with the rise of Pacific Asia with 
Japan as its core driving force, have posed 
Japanese leaders one question: what direc- 
tion should Japan take? 


Japan’s scenarios for 


the future 


This is not an easy question to answer, 
and it has led Japanese leaders to think 
about Pacific dynamism much more seri- 
ously than before. To answer the question, 
Japanese leaders have to solve a complex 
set of equations involving at least three 
major variables: (1) economic and techno- 
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logical dynamism of major countries, espe- 
cially Japan and the United States; (2) pros- 
pects for the dominant military technology 
or the possibility of nullification of nuclear 
arsenals either through the U.S.-Soviet 
détente or through revolutionary break- 
through similar to the Strategic Defense 
Initiative; and (3) the debt of history as a 
constraining factor. These are key vari- 
ables in their design of future scenarios. 
Very briefly, they envision four major 
scenarios of the future in which these 
variables play key roles: Pax Americana 
phase 2, bigemony, Pax Consortis, and Pax 
Nipponica. 

Pax Americana phase 2 is a scenario of 
revival of American power, if in a some- 
what reduced form, helped importantly by 
Japan’s economic power. Bigemony is the 
condominium of the world by the United 
States and Japan in both economic and 
security arenas. Pax Consortis envisages 
the loosely and flexibly aligned sets of 
major countries concerned in major issue 
areas where no one is predominant. Pax 
Nipponica is a world where Japan enjoys a 
preeminent economic position with nu- 
clear arsenals somehow nullified. My 
overall scenario is that in the intermediate 
term of a quarter century, Pax Americana 
phase 2 and bigemony are feasible whereas 
in the longer term of half a century, Pax 
Consortis and Pax Nipponica may become 
more feasible. Economic and technologi- 
cal dynamism is very important in differ- 
entiating Pax Americana phase 2 and Pax 
Nipponica. Nullification of nuclear arse- 
nals is crucial in making feasible both Pax 
Consortis and Pax Nipponica because 
without it the two superpowers cannot re- 
main the formidable actors. The debt of 
history may be crucial in differentiating 

13, Takashi Inoguchi, “Four Japanese Scenarios 
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Pax Americana phase 2 and bigemony 
since only without it can Japan become a 
full-fledged global military power along 
with the United States. 


JAPANESE CALCULATIONS: 
CURRENT POLICY 
ALTERNATIVES 


Along with these kinds of long-term sce- 
nario, there are short-term policy-oriented 
calculations. More concretely, two major 
dimensions that discriminate the four 
major foreign policy orientations are (1) 
favoring alliance with the United States 
versus opposing alliance with the United 
States and (2) trilateralism versus Asian- 
ism. The first concerns how closely Japan 
should align its positions with the United 
States while the second concerns how 
much weight Japan should give to Pacific 
Asia. In other words, the first has todo with 
the distance Japan should take from the 
United States while the second has to do 
with the interest Japan should give to West- 
ern Europe, one of the three pillars of in- 
dustrialized regions. 


Four policy alternatives 


In the space created by these two dimen- 
sions, there are four quadrants that repre- 
sent major policy alternatives currently 
discussed in Japan: (1) the northeastern 
quadrant represents the thinking that em- 
phasizes the bigemonic integration with 
the United States and the disinclination to 
institute some form of Pacific Asian com- 
munity; (2) the northwestern quadrant rep- 
resents the inclination to take distance from 
the United States in security affairs but to 
enhance the basic trilateral economic rela- 


14. Takashi Inoguchi, “Japan’s Images and Op- 
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tions; (3) the southeastern quadrant repre- 
sents the policy line of retaining and even 
enhancing the security ties with the United 
States while in economic matters Pacific 
Asia is given much more stress than West- 
ern Europe or sometimes even North 
America; and (4) the southwestern quad- 
rant represents the thinking that belittles 
the Japanese-U.S. alliance and upgrades 
the economic ties with Pacific Asia. The 
northeastern quadrant is sometimes called 
the bigemonic scenario whereas the north- 
western is often called the Gaullist sce- 
nario. The southeastern scenario is some- 
times called the Pax Americana phase 2 
scenario while the southwestern scenario is 
called the Pacific Asian scenario. If the 
Gaullist scenario is remolded in a cooper- 
ative and conciliatory spirit, it becomes 
more compatible with Pax- Consortis, 
whereas if the Pacific Asian scenario be- 
comes globalized, then it becomes more 
compatible with Pax Nipponica. 


Two major policy agendas 


These issues in Japanese thinking about 
Pacific dynamism can be grouped into two 
basic dimensions: (1) how to maintain and 
enhance the friendship with the United 
States without being wholly subjected to 
what Japanese see as the somewhat aggres- 
sive, irresponsible, or erratic policy lines of 
the United States both in security and in 
economics; and (2) how to foster the good, 
neighborly relationship with Pacific Asia 
in light of its continuous dynamism and the 
uncertainty associated with world eco- 
nomic health. 

Japan is somewhat uneasy about the 
economic difficulties of the United States 
and what it sees as lax economic manage- 
ment; Japan is similarly uneasy about the 
prospect of the U.S.-Soviet détente and its 
ramifications for the Japanese-U.S. secu- 
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rity treaty and Japan’s anti-Soviet defense 
buildup — and the possible emergence of a 
quadrangular balance-of-power situation 
in the north Pacific. In relation to the weak- 
ened leadership of the United States, Japan 
is concerned about the prospect of the pos- 
sibility of Japan’s further involvement in 
international peacekeeping operations, 
whether along with the United Nations 
peacekeeping forces or with the United 
States armed forces or independently. On 
protectionism, Japan is concerned about 
what it sees as the abuse of unilateralism, 
such as the unfair-trader charge based on 
clause 301 of the Trade Act, and the fre- 
quent resort to bilateralism, taking advan- 
tage of its own security hegemony over 
allies, as is sometimes suspected of the 
U.S. proposal for a bilateral free-trade 
agreement. Japan is concerned also about 
the possibilities of inward-looking region- 
alism and malign protectionism in Western 
Europe and, to a lesser extent, in North 
America—and Japan is increasingly con- 
vinced of the need to enhance the regional 
basis on which it may be able to absorb or 
mitigate some negative consequences of 
inward-looking regionalism and malign 
protectionism that might get momentum in 
other regions of the world. On Pacific Asia, 
Japan is concerned about the negative feel- 
ing occasionally expressed there about 
Japan’s debt to the region and about the 
constraints these feelings create for Japan’s 
attempt to enhance what it terms regional 
cooperation in Pacific Asia. 

The basic problem confronting Japan is 
the paradox of dynamism. Namely, the 
very dynamism that Japan and Pacific Asia 
now demonstrate helps to create the kind 
of uncertainty and unpredictability of the 
world economy and international relations 
that may undermine the very foundation of 
the prosperity that Japan and Pacific Asia 
now enjoy. Pacific dynamism invites coun- 
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teractions from major actors: U.S. bilater- 
alism, Europe’s regionalism, and the 
superpowers’ détente, all intended either to 
enable self-restructuring and acquire com- 
petitiveness or to bring in self-closure and 
rest in benign protectionism —or both. To 
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sec the outcome of these complex Pacific 
interactions now unfolding, one needs to 
wait. 

This article has had the modest purpose 
of explicating Japanese calculations con- 
cerning Pacific dynamism. 
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INTERNATIONAL POLITICS 


N 25 September in the year 1513, the 
Spanish explorer Vasco Núñez de 
Balboa discovered what was for Western 
civilization a new ocean. He called this 
body of water, seemingly more tranquil 
than the turbulent waters of the Atlantic, 
the “Pacific Ocean.” The name was appro- 
priate with respect to more than its seem- 
ingly tranquil waters. For most of the next 
half millennium, the Pacific Ocean and its 
peripheral societies became relatively pas- 
sive objects of European and North Amer- 
ican powers. Western conquest, imperialism, 
and exploitation have been the fate of the 
Asian peoples of the immense Pacific Rim, 
who were economically and technologi- 
cally behind the West. 

During the past half century or more, 
however, this condition of passivity and 
dependence has begun to change dramati- 
cally and at an accelerating pace. In 1904- 
5, the Japanese delivered a devastating de- 
feat to the Russian empire that rocked the 
foundations of this encroaching giant; a 
rising Asian power had shown that Western 
nations were not invincible. Then in 1931, 
the Japanese began their own career of 
imperial expansion, intended to drive the 
West out of Asia and to create their own 
empire in East Asia. The Chinese people 
began to stir in the middle of the nineteenth 
century and by the turn of the century they 
had revolted against the domination of both 
their Manchu conquerors and Western 
imperialists. 

In the post-World War II era, the de- 
mand of Asians to be masters of their own 
destiny has intensified. Following a cen- 
tury of turmoil and weakness, Mao Zedong 
liberated China and established a unified, 
centralized state. From the ashes of colo- 
nial rebellions and international conflicts, 
other independent states have arisen in In- 
donesia, Korea, and elsewhere around the 
Pacific Rim. Balboa’s Pacific is no longer 
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tranquil or merely subordinate to the ambi- 
tions of external powers. As the twentieth 
century draws to a close, the Pacific is 
rapidly emerging as the world’s most dy- 
namic arena, and its peoples are driving 
forces of global economics and interna- 
tional politics. 

In the history of international relations, 
economic, technological, and demo- 
graphic developments have, over the cen- 
turies, caused the center of economic and 
political activities to shift from one locus 
to another. The modern world’s history can 
best be understood as a process of histori- 
cal change that began in the Mediterranean 
and subsequently diffused north to Atlantic 
seaboard states and then spread both west- 
ward across the Atlantic and eastward 
across the Eurasian continent. These forces 
of change swept across both the North 
American continent and what geographer 
Halford J. Mackinder called “the heartland 
of the Eurasian continent” in eastern Eu- 
rope and European Russia.’ Today, these 
historical movements of economic, politi- 
cal, and technological forces are converg- 
ing on the Pacific. 

In his massive and multivolume history 
of this movement of the global political 
economy, the French historian Fernand 
Braudel has told this story graphically in 
terms of the rise and decline of great and 
dominant urban centers. As one national 
city has replaced another, the shifts in the 
international distribution of power and 
wealth 


interrupt the calm flow of history... . When 
Amsterdam repiaced Antwerp, when London 
took over from Amsterdam, or when in about 
1929, New York overtook London, it always 
meant a massive historical shift of forces, re- 
vealing the precariousness of the previous equi- 


1. Halford J. Mackinder, Democratic Ideals and 
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librium and the strengths of the one which was 
replacing it. The whole circle of the world- 
economy was affected by such changes and the 
repercussions were never exclusively economic, 
as the reader will probably already suspect.” 


Today, the “precarious equilibrium,” to 
use Braudel’s expression, of the contempo- 
rary international system is being upset 
with the emergence of Tokyo, Beijing, and, 
in Latin America, Sao Paulo as global cen- 
ters of accumulating material wealth and 
national power. The ongoing shift in the 
international distribution of power toward 
the Pacific and toward the Southern Hemi- 
sphere has placed the dominant centers in 
Europe and North America on the defen- 
sive. The “calm flow of history” is being 
disrupted, at least for most Europeans and 
North Americans, who have enjoyed in the 
postwar era both unprecedented prosperity 
and, with the exceptions of the Korean and 
Vietnam wars, what the historian John 
Lewis Gaddis has rightly called “the long 
peace.” ? 

The postwar international system is 
changing with a rapidity unknown in 
human history. The spectacular rise of 
Japan and of other economic competitors 
in East Asia and elsewhere in the so-called 
Third World is transforming the world 
economy. The repercussions of this shift in 
the global division of labor are not exclu- 
sively economic, as Braudel suggests, but 
are beginning to spill over into the realm of 
international politics. China, which began 
to industrialize earlier in this century, has 
already become a major regional power 
armed with nuclear weapons and is fast 
becoming a global rival to the superpow- 

2 Fernand Braudel, The Perspective of the 
World-Civilization, vol. 3, 15th-18th Century (New 
York: Harper & Row, 1979), p. 32. 
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ers. Because of its large economy, Japan’s 
expenditure of only a little more than 1 
percent of its gross national product on 
national defense has moved that country to 
third place after the United States and the 
Soviet Union in funding of the military. Of 
equal significance, the Japanese are in- 
creasingly allocating these resources in 
order to create a high-technology defense 
industry. The economic, technological, and 
demographic forces at work in these two 
major powers and throughout the Pacific 
Rim have unleashed a profound and far- 
reaching process of political change. 


EXPLAINING POLITICAL 
CHANGE 


If we had an adequate theory of eco- 
nomic and political change, it would be 
possible to explain these historic transfor- 
mations and to predict their long-term po- 
litical effects. Alas, the social sciences do 
not and probably never will have anything 
like a comprehensive understanding of 
these matters. As the Nobel laureate and 
pioneer of development economics, W. Ar- 
thur Lewis, has sardonically characterized 
the situation, “The process of social change 
is much the same today as it was 2,000 
years ago. ... We can tell what change will 
occur if it occurs; what we cannot foresee 
is what change is going to occur” and, one 
should add, what its effects will be.* The 
best we can do is to identify what is being 
changed, analyze the forces producing the 
change, and extrapolate on the basis of past 
experience the likely consequences. 

The explanation of international politi- 
cal change requires an understanding and 
integration of three factors that lead to 
major changes in international politics as 
they are altered and interact with one an- 


4 W. Arthur Lewis, Theory of Economic Growth 
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other. The first is the structure and func- 
tioning of the international system, that is, 
the distribution of power among the domi- 
nant states in the international system and 
the political relationships among the most 
powerful states and other states in the sys- 
tem. The second is what I shall call, for lack 
of a better term, the environmental setting 
of the international system, such as eco- 
nomic, technological, and cultural influ- 
ences on economic and political behavior. 
The third is the nature of the domestic 
regimes of the actors or societies, espe- 
cially those aspects that affect the ability of 
a country to adapt to changes in the eco- 
nomic and technological environment of 
international relations. These three factors 
and changes in these factors help explain 
the dynamics of international relations 
both in the past and in the present. 

The primary determinant of the struc- 
ture of the international system is what the 
French sociologist Raymond Aron called a 
“hegemonic war.” In the words of Aron, a 
hegemonic war 


is characterized less by its immediate causes or 
its explicit purposes than by the extent and the 
stakes involved It affect[s] all the political units 
inside one system of relations between sover- 
eign states. Let us call it, for want of a better 
term, a war of hegemony, hegemony being if not 
the conscious motive, at any rate the inevitable 
consequence of the victory of at least one of the 
states or groups.° 


In short, what is at issue in a hegemonic 
war, as opposed to lesser types of wars, is 
the leadership and the overall structure of 
the existing international system. It was 
such a hegemonic conflict, World War II, 
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that created the era that is now coming to 
an end. 

Other developments, such as the entry 
of new states into an international system 
or the decline of dominant ones, can also 
alter the structure of an international sys- 
tem. The emergence of China, Japan, and 
Brazil as major industrial and potentially 
great military powers is a contemporary 
example. The relative decline of the United 
States and the Soviet Union, both of which 
rose to global preeminence as a conse- 
quence of World War II, illustrates the lat- 
ter type of development. In the past, such 
major shifts in the distribution of power 
among the states in an international system 
have led to hegemonic war. Our own age, 
because of the restraining force of nuclear 
and other weapons of mass destruction, 
may be the first in which a transformation 
of the international system occurs that is 
not the result of hegemonic war. As I have 
written in another context, the task of en- 
suring peaceful rather than violent change 
is the greatest test of statesmanship in our 
era. 

Every international system exists in an 
environment composed of economic, tech- 
nological, and cultural factors. Although 
most of these components of the environ- 
ment are, of course, the conscious creation 
of human beings, once a new idea or tech- 
nology comes into existence it assumes 
over time a life of its own. Its influence 
spreads throughout the international sys- 
tem and affects human behavior. Thus the 
rise of market economies, the industrial 
revolution, and the enterprising spirit of 
capitalism transformed European society 
in the early modern period. Although these 
developments initially took place in partic- 
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ular European societies, they spread rap- 
idly throughout Western Europe and en- 
abled European civilization to advance to 
a dominant global position. Almost all as- 
pects of international relations were pro- 
foundly transformed as a consequence of 
these developments. By the same token, 
significant changes in the economic and 
technological environment, which took 
place in the latter decades of the nineteenth 
century, brought this European-centered 
age to a close and ushered in by midcentury 
the era of the American and Soviet super- 
powers. Today environmental changes are 
once again transforming the contours of the 
international economic and political system. 

Whether a particular society is able to 
take advantage of the changed environ- 
ment and the opportunities that it provides 
to increase national wealth and power is 
primarily a function of the third factor 
causing historic change, namely, the 
society’s economic, political, and social 
system as well as, one might add, good 
fortune. Some domestic structures are 
more conducive than others to adaptation 
to economic or technological change. For 
example, as Nathan Rosenberg and L. E. 
Birdzell, Jr., argue in their book How the 
West Grew Rich—and, one should add, 
“powerful” — the rise of the industrial great 
powers of Western Europe and North 
America was a consequence of their plural- 
istic and fluid social and political systems. 
In contrast to the rigid cultures of Asia and 
elsewhere, the flexibility of European so- 
cieties facilitated institutional and techno- 
logical innovation that led to economic 
growth and industrial supremacy. What 
may promote economic growth in one en- 
vironmental setting, however, may fetter it 
in another, thereby enabling other, more 
suitably adapted societies to take the lead. 
Great Britain, which in the seventeenth 
century was the pioneer in the first indus- 
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trial revolution, which was based on the 
exploitation of coal, iron, and steam power, 
could not adapt easily to the second indus- 
trial revolution, which occurred in the late 
nineteenth century and was based on the 
exploitation of modern science.’ As a re- 
sult, it forfeited the economic and techno- 
logical lead to Germany and the United 
States, which were better adapted to the 
requirements of economic success. Today 
these two nations as well as other industrial 
powers are being challenged by Japan and 
other Pacific Rim countries that appear 
more adept at exploiting contemporary sci- 
entific and technological developments. 

With this simple model of political 
change in mind, I examine in the rest of this 
article the rise of the Pacific Rim and the 
significance of this historic development 
for contemporary international relations. 
The discussion begins with a consideration 
of the postwar international system and 
then turns to those environmental and other 
developments that are transforming this 
postwar system and elevating the Pacific 
Rim nations to a greatly enhanced role in 
the global system. These emergent Asian 
and Third World nations thus far appear to 
be better adapted than are the United States 
and European nations, including Eastern 
Europe and the Soviet Union, to take ad- 
vantage of contemporary economic and 
technological developments. Although it is 
much too soon to know whether this is the 
case, what is certainly true is that the com- 
petition for position in the global system is 
intensifying. 


THE POSTWAR SYSTEM 


The postwar system and what we have 
come to call the cold war were a direct 


7. W Arthur Lewis, Growth and Fluctuation, 
1870-1913 (London: George Allen & Unwin, 1978), 
p. 133. 


INTERNATIONAL POLITICS 


outgrowth of World War II. The conflict 
between the United States and the Soviet 
Union originated in the unwillingness of 
the two former allies to accept the conse- 
quences of the war and in the inability of 
each side to accept the other’s conception 
of the postwar international order. Subse- 
quently, what had originally been a geo- 
graphically restricted conflict of political 
interest centered almost exclusively on 
Western Europe expanded into a global 
conflict between two hostile ideologies. 
This interest and ideological struggle 
quickly escalated into a power struggle and 
an unprecedented arms race between two 
military alliances and political blocs. 


The American bloc 


The American bloc has had two basic 
components: the American relationship 
with Western Europe and American ties 
with Japan. Although these two quite sep- 
arate alliances have certain common fea- 
tures, they also have several differences 
that have become more significant with the 
increasing importance of the Pacific Rim 
components of the bloc. 

As relations with the Soviet Union de- 
teriorated after 1945, the United States re- 
alized that there were fundamental prob- 
lems related to Western Europe that 
required solution. The most pressing need 
was to assist the revival of the West Euro- 
pean economy while also finding a way to 
guarantee the military security of the West 
Europeans against the threat from the So- 
viet Union. To achieve an American com- 
mitment to the pursuit of these goals, the 
American people had to be linked psycho- 
logically to Western Europe. A retreat into 
isolationism like that which had followed 
World War I and contributed to the out- 
break of World War II had to be prevented. 
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The Marshall Plan, which encouraged 
intra~-European cooperation, and the for- 
mation of the European Economic Com- 
munity (EEC), or Common Market, were 
regarded as the solution to the economic 
problem of a devastated and fragmented 
Europe. The creation of a huge market in 
Western Europe would give the West Eu- 
ropeans the strength to resist native Com- 
munist parties and the blandishments of the 
Soviet Union. Although the Common Mar- 
ket represented a violation of the American 
ideal of a multilateral world and entailed 
discrimination against American exports, 
American policymakers assumed that the 
Common Market with its external tariff 
and protective Common Agricultural Pol- 
icy was a necessary stepping stone to an 
eventual multilateral system rather than an 
end in itself. It was expected that once 
Western Europe had regained its economic 
strength and confidence, it would lower its 
external barriers and participate in the open 
world economy envisioned by the United 
States at Bretton Woods in 1944. In the 
meantime, the United States required an 
economic quid pro quo in the form of ac- 
cess to the EEC for American multinational 
corporations. Thus the United States toler- 
ated what it assumed would be temporary 
discrimination against American exports in 
order to rebuild Western Europe and thwart 
Soviet expansionist designs. 

The North Atlantic Treaty Organization 
(NATO) was formed in 1949 to link the two 
sides of the Atlantic and bring Western 
Europe under the American nuclear um- 
brella. Through the strategy of extended 
deterrence the United States communicated 
to the Soviet Union that an attack on West- 
em Europe would be tantamount to an at- 
tack on the United States itself. The station- 
ing of American troops on European soil 
has been a visible sign of this commitment. 
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The North Atlantic Treaty identified and 
legitimated for Americans and West Euro- 
peans alike the linking of their security. 

In Asia, the United States also found 
itself facing a political, economic, and stra- 
tegic challenge, because World War TI and 
its aftermath had strengthened the position 
of the Soviet Union in East Asia. The Red 
Army had gained advanced positions in the 
region, the Japanese economy had been 
even more devastated than had initially 
been appreciated, and North Korea and 
China had become Communist and part of 
the Soviet bloc. With the traditional mar- 
kets of Japan now in hostile hands, there 
was an intense concern that the forces of 
economic gravity would pull Japan toward 
the Soviet Union and its Chinese ally. 
Today it is difficult to understand that 35 
years ago American officials despaired 
over the problem of ensuring Japanese eco- 
nomic survival. 

The United States wanted to integrate 
Japan into a larger framework of economic 
relationships and thereby remove the at- 
tractiveness of the Communist-dominated 
Asian market. There were, however, no 
large neighboring non-Communist econo- 
mies to which the Japanese economy could 
be attached. In order to overcome this 
problem of an isolated and vulnerable 
Japan, the United States took several initia- 
tives. One was to expedite the decoloniza- 
tion of Southeast Asia; after all, one cause 
of the Pacific War had been that European 
colonizers had closed these economies to 
the Japanese. The United States also spon- 
sored Japanese membership in the so- 
called Western Club. Despite strong West 
European resistance based on intense fear 
of Japanese economic competition, the 
United States secured Japanese participa- 
tion in the International Monetary Fund, 
the World Bank, and other international 
economic organizations. In addition, the 
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United States gave Japan relatively free 
access to the American market and Ameri- 
can technology without an economic quid 
pro quo, although it did require strategic 
concessions — air and naval bases — from 
the Japanese. 

In order to guarantee Japanese secur- 
ity, the United States also spread its nu- 
clear umbrella over Japan. The American- 
Japanese Mutual Security Treaty (MST), 
however, differs fundamentally from the 
NATO alliance. Under the North Atlantic 
Treaty, an external attack on any member 
obliges the others to consider measures of 
mutual defense. In the MST, the United 
States agrees to defend Japan if it is at- 
tacked, but the Japanese are not obligated 
to defend the United States. Also, whereas 
the NATO agreement applies only to the 
territory of its members, the MST refers to 
the outbreak of hostilities in the entire Pa- 
cific region. Through this agreement the 
United States obtained the right to use air 
and naval bases in Japan to defend and 
secure its position in the western Pacific. 
The Japanese were given access to the 
American market in exchange for the right 
to anchor on Japan the American strategic 
position in East Asia. 


The Soviet bloc 


Naturally, much less is known about the 
structure and functioning of the Soviet bloc 
than about the American bloc. At the core 
of the bloc, of course, stands the Soviet 
Union. Its relations with its allies, however, 
are vastly different from those of the 
United States with its allies. Whereas the 
United States has operated largely as pri- 
mus inter pares, the Soviet Union has be- 
haved as a traditional imperial power. The 
Soviet Union has found it very difficult to 
treat its allies as equals. In place of consul- 
tation, it has fashioned a number of policies 
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and institutions to maintain what the Chi- 
nese call its “hegemonic” position over the 
other socialist countries. 

The principal instruments of Soviet 
domination have been the Red Army and 
the Warsaw Pact. In contrast to the NATO 
alliance and the MST, the Warsaw Pact has 
a twofold mission. The purpose of station- 
ing Soviet troops in Eastern Europe, except 
for Bulgaria and Romania, is not only to 
protect the bloc against external attack but 
also to prevent any popular uprisings and 
potential defections from the Soviet system 
such as have occurred in every member of 
the Pact except Bulgaria and Romania. 
This military presence has been reinforced 
by the institutionalization of Stalinism in 
all of the Eastern European countries. Sta- 
linist measures include the “leading role” 
of the Communist Party in political affairs, 
the organization of command economies 
based on central planning, and the linking 
of these economies through the state trad- 
ing mechanisms of the Council for Mutual 
Economic Assistance.’ The Soviet secret 
police (KGB) keeps Moscow well in- 
formed on the official deliberations of bloc 
governments. At the diplomatic level, the 
nations of the Warsaw Pact and the over- 
seas socialist countries such as Cuba and 
Vietnam have been linked to the Soviet 
Union through a series of friendship trea- 
ties. Last, but not least, overarching the 
system is the Brezhnev Doctrine, by which 
the Soviet Union claims the right to inter- 
vene in socialist countries to prevent their 
defection from the socialist international 
system. 

The rigidity of these instruments of So- 
viet domination, however, has contributed 
considerably to the political fragility and 
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economic inefficiencies of the socialist 
system. Soviet hegemony was a major 
cause of the Chinese decision in the early 
1960s to break from the system, to increase 
economic ties with the West, and to play an 
independent role in the global system. Of 
more contemporary relevance, the tradi- 
tional political instruments of Soviet policy 
are poorly adapted for a political world 
whose center of gravity is shifting toward 
Asia and the Pacific. The failure of the Red 
Army and the Brezhnev Doctrine in Af- 
ghanistan has constituted a serious setback. 
In Vietnam, Africa, and elsewhere, the So- 
viet Union finds itself with costly commit- 
ments that produce few economic or polit- 
ical benefits. Its traditional policies have 
only generated opposition and cooperation 
among its potential enemies. For example, 
the United States, China, and Japan have 
found common cause in resisting Soviet 
expansionism in East Asia. 

In the economic sphere, the command 
economies of the Soviet bloc and the sys- 
tem of barter exchange connecting the so- 
cialist countries may have been well suited 
for the leading industries of the earlier 
postwar period based on heavy industry 
and mass procuction. The command econ- 
omies promoted rapid reconstruction and 
industrialization and reduced the economic 
vulnerability to what Eastern-bloc leaders 
regarded as a threat from the West. These 
methods of economic organization and in- 
ternational trade are poorly devised, how- 
ever, to take advantage of the economic 
revolution associated with the computer 
and other rapidly developing technologies. 

The Soviet Union has gained relatively 
little in economic benefits and in fact has 
paid a high economic price for the security 
benefits provided by its system. This is not 
to deny the massive achievements of the 
Soviet Union in transforming itself from a 
devastated and backward country at the 
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end of World War I to a superpower. But 
these achievements are rapidly eroding. 
Japan has already displaced it as the 
world’s second-largest economy. In both 
the political and economic realms, the Sta- 
linist legacy and its associated institutions 
constitute a major impediment to the ca- 
pacity of the Soviet Union and other social- 
ist countries to adapt to the changing global 
economic and political system. 

The transformation of the world’s eco- 
nomic and political systems associated 
with the increasing importance of the Pa- 
cific Basin has begun to change the Soviet 
perception of its long-term interests. Sec- 
retary Mikhail Gorbachev’s celebrated 
speech on 28 July 1986 at Vladivostok, 
which called for a rapprochement with 
China and recognized the growing eco- 
nomic importance of Japan and the other 
Pacific Rim countries, reflected this new 
attitude. The Soviets cannot afford to alien- 
ate a militarily significant China and a 
Japan flush with capital and advanced 
technology for export. The Soviet disen- 
gagement from Afghanistan, moves to- 
ward a settlement in Southeast Asia, and a 
scaling-down of its provocative naval 
buildup in the region are elements of a 
Soviet attempt to improve its position in 
the Pacific. 


THE TRANSFORMATION OF 
WORLD POLITICS 


The continuing transformation of world 
politics is due to three major changes in the 
environment of international relations. 
These technological, economic, and re- 
lated changes have enhanced the role and 
importance of the Pacific in the interna- 
tional economic and political system. As in 
the past, the shift in the global locus of 
economic and military power is altering 
fundamental relationships. 
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The first environmental change is the 
impact of the nuclear revolution. Both the 
United States and the Soviet Union have 
realized that their political and ideological 
conflict cannot be resolved through mili- 
tary means. The contest between the super- 
powers has in effect resulted in a draw. The 
focus of this struggle in central Europe is 
characterized by a stalemate. The efforts of 
both sides to translate nuclear or conven- 
tional military power into political advan- 
tage have not succeeded. Nor have the 
attempts of the superpowers to break this 
stalemate through gaining advantage in the 
so-called Third World proven to be suc- 
cessful. This failure on the military and 
political planes is shifting the struggle for 
power in the international system to the 
economic realm and has dramatically in- 
creased the number of significant players. 
As Mackinder postulated early in this cen- 
tury, the increasing destructiveness of 
armed conflict and the decreasing utility of 
military force, at least between industrial- 
ized countries, appears to be causing na- 
tions to concentrate on “the struggle for 
relative efficiency.” ° 

In the postwar era of superpower mili- 
tary and political rivalry, the Pacific Rim 
nations were at a disadvantage. Not only 
were they militarily inferior, but geogra- 
phy and recent historical experience made 
them dependent upon one or another of the 
superpowers. But in a world where the 
superpowers are increasingly inhibited 
from attempting to translate military might 
into political gains, the Pacific Rim nations 
have much greater room for maneuver and 
actually have certain advantages. Lacking 
the burden of immense military establish- 
ments, except for South Korea, and with 


9. Halford 3 Mackinder, “The Geographical 
Pivot of History,” in Democratic Ideals and Reality, 
by Mackinder, p. 242 (first published in 1904). 


INTERNATIONAL POLITICS 


dynamic economies, they are very well 
positioned to engage in the global intensi- 
fication of economic competition. 

The second major change in the envi- 
ronment of international relations is 
closely related. As in the latter decades of 
the eighteenth century and again in the late 
nineteenth century, the world is entering a 
new phase of the ongoing industrial revo- 
lution that will have equally important re- 
sults. The immense scale of contemporary 
research and development in many coun- 
tries, the decreased lead time between sci- 
entific discovery and technical application, 
and the pervasive influence of the com- 
puter revolution are transforming all as- 
pects of industrial society. This technolog- 
ical development will be profound for the 
structure and functioning of the interna- 
tional political economy. 

Since the end of the nineteenth century, 
the industrial economies of the world have 
been based on the materials and technolo- 
gies of the second phase of the industrial 
revolution, such as steel, petroleum, and 
the internal-combustion engine. These 
technologies gave rise to the mass produc- 
tion and heavy industries that led to the 
‘economic, military, and political predomi- 
nance of the United States and the Soviet 
Union. Today these industrial technolo- 
gies, or what Christopher Freeman has 
called Fordism, are decreasingly relevant 
for the economic growth and competitive- 
ness of the superpowers as well as many 
other advanced economies.” As compara- 
tive advantage in these industries shifts to 
the rapidly developing economies in Asia 
and Latin America, the developed econo- 
mies must create new industrial structures 
based on the emergent high technologies 
associated with bioengineering, the com- 
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puter revolution, and other science-based 
technologies. This situation has led to an 
intensified competition between the ad- 
vanced countries for technological and 
economic leadership. As northeast Asia has 
become not only the most economically 
dynamic region on the globe but also its 
electronics capital, it is rapidly taking the 
lead in this contemporary technological 
revolution. 

The third major environmental change 
is the globalization of the world economy. 
The liberalization of trade, the integration 
of financial markets, and the role of the 
multinational corporation in the interna- 
tionalization of production have created a 
truly interdependent world economy. In 
trade, finance, and production, economic 
interdependence among national econo- 
mies has expanded rapidly over the past 
several decades. The economies of such 
countries as Japan and the East Asian 
newly industrializing countries that have 
taken the greatest advantage of this ex- 
panding interdependence have surpassed 
those socialist and less developed econo- 
mies that have emphasized economic 
autarky. As the Soviet Union under 
Gorbachev has acknowledged, unless an 
economy participates in this global interde- 
pendence, it cannot possibly develop its 
full potential. 

This process of economic globalization 
and increasing interdependence, however, 
is not a linear one leading to the disappear- 
ance of economic and political boundaries. 
On the contrary, the major centers of the 
world economy—the United States, the 
Soviet Union, Western Europe, Japan, and 
the newly industrializing countries of East 
Asia, Latin America, and elsewhere — are 
adopting trade, industrial, and investment 
policies in order to strengthen their com- 
petitive position. The American Omnibus 
Trade Bill of 1988, Gorbachev’s efforts to 
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restructure the Soviet economy, the in- 
creased Japanese emphasis on an eco- 
nomic strategy based on domestic growth 
and overseas investment by its corpora- 
tions, the decision of the EEC to create a 
vast internal market beginning in 1992, and 
the aggressive export-oriented strategies of 
the newly industrializing countries are all 
responses to what former West German 
Chancellor Helmut Schmidt has called 
“the struggle for the world product.” " In 
this gathering contest, the Pacific Rim 
countries will play an increasingly impor- 
tant role and will set the pace for the rest of 
the world. 


THE GLOBAL SIGNIFICANCE 
OF THE TRANSFORMATION 


A comparison of the main features of 
the postwar international system with 
those of the emergent system indicate the 
significance of the transformation taking 
place. In the former, there were sharp lines 
of political division between the two blocs 
in Western Europe; in the Pacific, the po- 
litical situation is more fluid and the divid- 
ing lines are blurred. Despite the efforts of 
the superpowers to divide Asia into exclu- 
sive spheres of influence, the diversity and 
geography of the region have prevented 
such a development. In this region, the 
nations are not split by two hostile alliance 
systems. With the exception of the Associ- 
ation of Southeast Asian Nations, whose 
influence is very limited, the political rela- 
tions are bilateral and continually in flux. 
Both superpowers have to adjust their cold- 
war policies and learn how to live with a 
more pluralistic international system. 

The United States and the Soviet Union 
have also tended to subordinate the Pacific 
to the Atlantic. Events in the Pacific Basin 
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have been analyzed and interpreted from a 
European-centered perspective rather than 
as important in their own right. Americans 
saw Korea as the beginnings of a Soviet 
assault on the West, and the Soviets have 
been slow to appreciate the indigenous dy- 
namism of East Asia. The strategic stale- 
mate in central Europe and the increasing 
significance of the Pacific Rim are forcing 
both superpowers to appreciate that this 
region must be approached on its own spe- 
cial terms. 

Not only the political-military system 
but the postwar economic system was also 
Atlantic centered. In every aspect of eco- 
nomic affairs the Pacific was subordinated 
to the Atlantic. For example, it is interest- 
ing to note that the subtitle of Richard 
Cooper’s 1968 path-breaking analysis of 
the world economy was Economic Policy 
in the Atlantic Community. The institu- 
tions of the international economy conceived 
at Bretton Woods in 1944 and discussed by 
Cooper were designed principally with 
Western-style economies in mind. The em- 
phasis on the liberal economic principles 
of most favored nation, unconditional rec- 
iprocity, and national treatment as the 
means by which to liberalize world trade 
and create interdependencies between na- 
tional economies were derived from West- 
em experience and conceptions of eco- 
nomic behavior. The question, therefore, 
arises whether or not these rules governing 
global economic relations are suitable for 
aworld economy composed of strong, non- 
Western economics with a much greater 
commitment ‘to state intervention in the 
economy. 

Another potential implication of the 
global transformation of international af- 
fairs is the decreasing relevance of tradi- 
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tional ideologies. The postwar system has 
witnessed the competition between West- 
em liberalism and Soviet Marxism for 
global supremacy. The former is identified 
with an emphasis on the market, individu- 
alism, and democracy. The latter is charac- 
terized by a commitment to state planning, 
collectivism, and authoritarianism. What- 
ever the merits of these doctrines, they are 
both Western and have little relevance for 
East Asia; as a result they are in retreat as 
guiding principles of political and eco- 
nomic affairs. In the Confucian-influenced 
cultures of China, Japan, and northeast 
Asia as well as elsewhere in the Pacific, the 
antipodes of market versus state, individ- 
ual versus collectivity, or democracy ver- 
sus authoritarianism are formulated differ- 
ently.” The dynamism of these Asian 
economies and the demographic scale of 
these societies suggest that their concep- 
tions of the way to organize economic, 
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social, and political affairs will weigh 
heavily in the emergent global system. 


CONCLUSION 


The increasing importance of the Pa- 
cific poses a major challenge to the rest of 
the world. It is a challenge that is global in 
extent and, for the moment, almost entirely 
on the plane of economic competition. If 
historical experience still has any rele- 
vance, however, this situation could 
change and military rivalries could result 
as China, Japan, and other Pacific Rim 
nations become more powerful. In this 
transformed global environment, the clash 
between the American and Soviet blocs, 
which largely determined the nature of the 
postwar bipolar international order, has de- 
creased in significance. In its place, a more 
pluralistic and far more complex system of 
independent and interdependent states is 
rapidly coming into existence. How these 
many and differing players will interact and 
together shape the global economic and 
political order has yet to be determined. 
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What Can Economics Learn from 
East Asian Success? 


By ROBERT WADE 


ABSTRACT. Most economics literature on East Asian industrialization falls 
victim to the assumption that only those features of economic policy consistent 
with neoclassical principles could have contributed to good economic perfor- 
mance. Explanations of good performance accordingly ignore nonneoclassical 
features. This article suggests’ that new insights can be gained by carefully 
examining what these governments actually did. We find that much of what they 
did is consistent with the principles of old-style pre-1970 development econom- 
ics. In particular, they gave central attention to ways of augmenting and directing 
the composition of investment, and much less attention to ways of increasing 
efficiency of resource use. They used protection as an instrument to enhance 
innovation and international competitiveness. In important industries they reg- 
ulated both quantities and prices so as to achieve government-selected goals, 
preventing those parts of the economy from being guided by international prices. 
Economics has much to learn by embracing such nonneoclassical facts and 
seeking to build a theory to accommodate them. 
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"WHAT CAN ECONOMICS LEARN? 


must immediately narrow the title of this 
article to “Three Propositions That 
Mainstream Economics Can Learn from 
the Industrial Success of Japan, South 
Korea, and Taiwan.” They are (1) capital 
accumulation matters; (2) protection can 
help rather than hinder the emergence of 
internationally competitive industries; and 
(3) sectoral industrial policies that lead the 
market can improve upon the growth out- 
comes of self-adjusting markets. I make no 
claim that these are the only or even the 
most important lessons for economics, 
only that their implications reach far 
enough to warrant attention. 

First, we need to define industrial suc- 
cess. Anyone who has experienced the pol- 
lution and congestion of East Asian cities 
will realize that “success” has to be used in 
a qualified sense, even leaving aside polit- 
ical aspects such as civil and political 
rights. I mean “success” to refer to such 
basics as the food in people’s stomachs and 
the amount of income left over after caloric 
requirements have been met. Consider the 
following comparative statistics.: Real 
wages in Western Europe, converted into 
hours of paid work required by an unskilled 
male laborer to buy one quintal of food 
grain, rarely fell so low as to exceed the 
200-hour mark after 1400. Generalizing 
from Western European experience, 
Fernand Braudel says, “It is always serious 
when the 100-hours-for-one-quintal line is 
crossed; to cross the 200 is a danger signal; 
300 is famine.”’ In much of India today the 
figure is over 200 hours. In France from the 
beginning of the twentieth century to 1920 

1. Fernand Braudel, The Structures of Everyday 
Life: The Limits of the Possible (London: Collins, 
1981), p. 134. For more complete citations to material 
relevant to the present article, the reader is referred to 
Robert Wade, Governing the Market: Economic The- 
ory and the Role of Government in East Asian Indus- 


tnalzation (Princeton, NJ: Princeton University 
Press, forthcoming). 
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the figure fell from about 65 hours to 40 
hours. I have not made the calculation for 
Japan and Korea. For Taiwan, the figure 
remained in the range of 150 to 200 hours 
for one quintal of rice during the 1950s and 
early 1960s; by 1970 it was down to 70-120 
hours; by 1980, to 40-70 hours, or in the 
same range as France between 1900 and 
1920.’ That is what I mean by “success,” 
and since such a reduction in hours would 
not have come about had the economy not 
undergone rapid industrialization — for ag- 
ricultural output per hectare was already 
very high by world standards in the 
1950s — I call this “industrial success.” The 
figure for the United States, using the min- 
imum legal wage and the price of flour in 
the mid-1980s, is roughly 15 hours. 

Other indicators tell the same story. 
Taiwan jumped from the twenty-eighth- 
biggest exporter of manufactures in 1965 
to tenth-biggest in 1986, Korea from thirty- 
third to thirteenth, Japan from fourth to 
second. Manufactured exports from Tai- 
wan and Korea account for 32 percent of 
manufactured exports from all developing 
countries, and about half of their manufac- 
tured exports go to the U.S. market alone. 
No wonder producers from other countries 
trying to sell in the U.S. market think of 
them as tigers. Even at tenth and thirteenth, 
however, Taiwan and Korea still have only 
a small combined share — 4.9 percent — of 
world manufactured exports. That share is 
nevertheless much bigger than their share 
of world population — 1.28 percent —and 
of world gross domestic product — 1.5 per- 
cent—which makes them look more like 
gnats than tigers. 

How did it happen? In economics there 
is a well-trodden explanation to the effect 


2 Robert Wade, Village Republics: Economic 
Conditions for Coilectve Action in South India (New 
York: Cambridge University Press, 1988), p. 35; idem, 
Governing the Market. 


70 


that superiar economic performance was 
the outcome of relatively free markets. 
These countries did better than comparator 
countries because they had freer markets 
or, conversely, less interventionist govern- 
ments — and therefore more efficient allo- 
cation of resources. Some examples: 


1. “Detailed and historical studies . . . 
have provided an impressive empirical val- 
idation of the theoretical case for the view 
that . . . free trade remains the best policy 
for developing (and developed) countries.” * 

2. “The evidence is quite conclusive: 
countries applying outward-oriented de- 
velopment strategies had a superior perfor- 
mance in terms of exports, economic 
growth, and employment whereas coun- 
tries with continued inward orientation en- 
countered increasing economic difficul- 
ties.”* “Outward-orientation” exists where 
trade controls are nonexistent or very low and 
the variation in effective protection rates be- 
tween different industries is also very low. ° 

3. “There can be few such clear cases in 
economic history of cause and effect [says 
Tan Little about Taiwan]. . . . Apart from 
the creation of [four neoclassical growth 
conditions — a virtual free-trade regime for 
exporters, a free labor market, high interest 
rates, and conservative government bud- 
geting]... it is hard to find any good ex- 
planation of the sustained industrial boom 
of 1963-1973.”° 


3. Deepak Lal, The Poverty of Development 
Economics, Hobart Paper 16 (London: Institute of 
Economic Affairs, 1983), pp 27-28 

4. Bela Balassa, The Newly Industrializing 
Countries in the World Economy (Elmsford, NY: Per- 
gamon Press, 1981), pp. 16-17. 

5 World Bank, World Development Report 1987 
(Washington, DC: World Bank, 1987). 

6 Ian Little, “An Economic Reconnaissance,” 
in Economic Growth and Structural Change in Tar- 
wan: The Postwar Experience of the Republic of 
China, ed. W. Galenson (Ithaca, NY. Cornell Univer- 
sity Press, 1979), pp. 474, 480. 
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4. Hugh Patrick declares himself to be 
“of the school which interprets Japanese 
economic performance as due primarily to 
the actions and efforts of private individu- 
als and enterprises responding to the op- 
portunities provided in quite free markets 
for commodities and labor.’ 

5. “The crux of the Korean example is 
that the active interventionist attitude of 
the State has been aimed at applying mod- 
erate incentives which are very close to the 
relative prices of products and factors that 
would prevail in a situation of free trade.”* 

6. “State intervention is largely absent 
[in Japan, Korea, Taiwan, Hong Kong, and 
Singapore]. What the state provided is sim- 
ply a suitable environment for the entrepre- 
neurs to perform their functions.” ’ 


Such is the economic legend. It is by no 
means wholly false. The labor market in 
Taiwan and Korea, for example, has been 
about as close to a free market as it is pos- 
sible to get, due in part to government 
tepression of unions. In addition, it is cer- 
tainly the case that the overwhelming ma- 
jority of academic economists in Japan, 
Korea, and Taiwan have believed in the 
virtues of the freely functioning market 
mechanism as an article of faith as well as 
of rhetoric. Yet the legend is not fully con- 
sistent with the way the governments have 
in practice behaved. The governments 
have adopted over a long period of time a 
much more aggressive, dirigistic set of in- 
dustrial policies than free-trading princi- 

7. Hugh Patnck, “The Future of the Japanese 
Economy. Output and Labor Productivity,” Journal of 
Japanese Studies, 3(2) 239 (Summer 1977). 

8. Frederik Berger, “Korea’s Experience with 
Export-Led Industrial Development,” in Export Pro- 
motion Policies, Staff Working Paper 313, ed B. de 
Vnies (Washington, DC. World Bank, 1979), p. 64. 

9. Edward Chen, Hyper-Growth in Asian Econ- 
omies: A Comparative Study of Hong Kong, Japan, 
Korea, Singapore, and Tarwan (New York: Macmil- 
lan, 1979), p 41. 
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ples would justify. The three propositions 
mentioned at the beginning of this article 
are derived from the experience of those 
policies. 


CAPITAL FORMATION MATTERS 


From the eighteenth century to World 
War I capital formation was at the heart of 
economic theory. Since then its place has 
been preempted by issues of efficient re- 
source allocation. Capital formation en- 
joyed a short renaissance in the newly 
emerged discipline of development eco- 
nomics after World War II and through the 
1950s into the 1960s; but in contrast to the 
pre-World War I classical treatment, the 
new discipline joined capital formation to 
an activist role of the state. Paul Rosenstein- 
Rodan and Alexander Gerschenkron, 

‘among others, emphasized the need for a 
“government spurt” or “big push,” chiefly 
defined in terms of a sharp increase in 
capital formation under the prodding of 
government, allied sometimes with banks." 
Simon Kuznets provided statistical credi- 
bility for the view that capital formation 
was the “engine” of growth." Develop- 
ment economics agreed on two central im- 
peratives for development: (1) to augment 
and marshal the economy’s investment sur- 
plus and (2) to transfer the surplus into 
productive investment, by a mechanism 
involving a combination of government 
and entrepreneurs in competitive markets. 

Increasingly over the 1960s, econo- 
mists working on developing countries 
turned away from issues of capital forma- 

10. Paul Rosenstein-Rodan, “Problems of Indus- 
trialization of Eastern and Southeastern Europe,” Eco- 
nomic Journal (June-Sept. 1943); Alexander 
Gerschenkron, Economic Backwardness in Historical 
Perspective (Cambridge, MA: Harvard University 
Press, 1962). 

11. Simon Kuznets, Modern Economic Growth 
(New Haven, CT: Yale University Press, 1966). 
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tion. The effects are seen in the dearth of 
journal articles analyzing the dynamics of 
capital formation in developing countries 
during the 1970s and 1980s. But beyond 
inattention, many economists denied — as 
part of a more general denial of a special 
development economics and reassertion of 
a single universal economics — that the vol- 
ume of capital available from domestic 
sources is a significant constraint on devel- 
opment. Rather, they argued, the main de- 
terminant of more or Jess growth is more or 
less efficiency — sometimes with “enter- 
prise” lurking ad hoc in the background — 
and the main determinant of efficiency is 
the institutional arrangement of competi- 
tive markets. Indirectly, then, the main de- 
terminant of more or less economic growth 
is more or less willingness on the part of 
governments to adopt policies that tap into 
the flourishing international trading system 
and that enlarge the scope for market allo- 
cation in the domestic economy. The 
agenda of the new, or neoclassical, devel- 
opment economics is therefore modest: to 
hunt out and remove price distortions, so as 
to enable the market, now freed of distor- ‘ 
tions, to maximize the efficiency of labor, 
land, and capital. The resulting rate and 
composition of investment constitute, with 
some small qualifications, the social opti- 
mum, upon which no government intention 
could improve. How can government bu- 
reaucrats do better than entrepreneurs with 
their own pocketbooks at stake? Of course, 
governments should also provide those 
things that Adam Smith called “the three 
duties of the sovereign,” defense, law, and 
infrastructure. 

How do these theories —the old and the 
new development economics—fare in 
light of the East Asian experience? It would 
be comforting for the new development 
economics—or, more accurately, neoclas- 
sical economics applied to developing 
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countries —if the fast-growth East Asian 
countries had only average, or even lower 
than average, Icvels of investment. That 
would clearly be a strike against the impor- 
tance attached to capital formation in the 
old development economics as the princi- 
pal gencral force for economic growth. 

In fact, all three economics have had 
very high levels of investment. Japan’s 32 
percent ratio of gross domestic investment 
to gross domestic product in 1980 was the 
highest among all 19 industrial market 
economies. Out of 18 middle-income 
countries — leaving out the countries of the 
Organization of Petroleum Exporting 
Countries and small countries under 10 
million people —Taiwan’s 33 percent 
ranked third, after Romania and Yugosla- 
via. Korea’s 31 percent ranked fourth. 

Not unrelated, Japan’s 7.1 percent gave 
it the fastest growth in gross national prod- 
uct per capita in the period 1960-80 of the 
high-income industrial market economics. 
Taiwan, with 7.2 percent, had the second- 
fastest growth of the middle-income coun- 
tries, next to Romania’s 8.6 percent. Korca, 
with 7.0 percent, was third. Yugoslavia was 
fourth, with 5.4 percent. 

So the fastest growers also tend to have 
the highest levels of investment. There is, 
of course, the question of causation. It 
could be that fast growth —due perhaps to 
freely functioning markets — causcd the 
high levels of investment. But at the least 
we can say that the traditional wisdom of 
development economics is not contra- 
dicted by these findings. 

It is clear from planning documents and 
from the histories of particular policy in- 
struments — protection, tax credits, and so 
forth—that the governments were deeply 
committed to increasing and sustaining 
high levels of investment and to stccring its 
composition. This provides contextual ev- 
idence that the direction of primary causa- 
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tion went from high investment to fast 
growth. Moreover, Shahid Yusuf and Kyle 
Peters economctrically test two models of 
investment in Korea, one a standard neo- 
classical investment model, based on a dis- 
tributed lag relationship between the 
amount of investment and the level of and 
changes in output, the other based on gov- 
emment policy objectives. They find the 
latter better explains both aggregate invest- 
ment during the years 1970-82 and invest- 
ment in heavy industry, while the former 
docs better on investment in light indus- 
try.” Abundant evidence from other coun- 
tries supports the same causation from in- 
vestment to growth. For example, Romer 
finds a strong statistical relation from in- 
vestment rates to growth rates in a sample 
of 115 countrics."* 


PROTECTION AND THE EMERGENCE 
OF INTERNATIONALLY 
COMPETITIVE INDUSTRIES 


Jagdish Bhagwati is correct to claim 
that belief in the superiority of what he 
terms the “cxport-promotion” strategy 
over the “import-substitution” strategy — 
others use the terms “outward-oriented” 
and “inward-oricnted” — is all but univer- 
sal among economists, “insofar as any kind 
of consensus can ever be found in our 
tribe.”"* An cxport-promotion (EP) strat- 
egy cxists when, overall, US$1 of exports 


12. Shahid Yusuf and Kyle Peters, “Is Capital 
Accumulation the Key to Economic Growth? Neo- 
classical Models and Development Economics on 
Korea’s Investment Policies,” mimeo (Washington, 
DC: World Bank, East Asia Programs Department, 
Nov 1984) 

13. P. Romer, “Crazy Explanations for the Pro- 
ductivity Slowdown,” Macroeconomics Annual, 
2 163-202 (1987) 

14. Jagdish Bhagwati, “Rethinking Trade Strat- 
egy,” in Development Strategies Reconsidered, ed. 
J. Lewis and V Kallab (New Brunswick, NJ Transac- 
tion Books, 1986), p 93. 
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fetches, in local currency, the same as 
US$1 of imports, when all export subsidies 
and tax credits, and all import premiums 
resulting from quantitative restrictions and 
tariffs, are included. In other words, EP 
refers to trade neutrality, the absence of net 
incentives to sell either on the domestic 
market or on the export market. It goes with 
low average effective protection levels and 
low variation in effective protection levels 
between industries. It is not identical with 
free trade —absence of controls and tar- 
iffs—but the two concepts are very close. 
An EP regime may have some impedi- 
ments to imports, provided their effect in 
giving a net incentive for domestic produc- 
ers to sell on the protected domestic market 
is offset by export incentives; but in prac- 
tice this offsetting means that the impedi- 
ments to imports cannot be substantial if 
the regime is to meet the EP criterion. 

Given the central importance of an EP 
or near-free trade regime as a causal con- 
dition in neoclassical explanations of East 
Asian success, it is odd how little solid 
evidence exists to confirm the existence of 
such regimes. One would have expected a 
voluminous literature showing that the 
central cause was indeed present. Instead, 
bits and pieces of evidence are adduced, the 
confidence in which rests upon a prior con- 
viction that such regimes must have been 
in place because otherwise the economies 
could not have been so successful. 

The locus classicus of the view that 
Korea and Taiwan have had near-free trade 
regimes is the six-country comparative 
study organized by Bela Balassa. It exam- 
ined the trade regimes of Korea, Taiwan, 
Singapore, Israel, Colombia, and Argen- 
tina for 1968 or 1969, using the same meth- 
odology for each case. It appears to show 

15. Bela Balassa et al., Development Strategies in 


Semt-Industrial Economies (Baltimore, MD- Johns 
Hopkins University Press, 1982). 
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that Taiwan and Korea—also Singapore, 
which we do not discuss in this article — 
had relatively low average effective pro- 
tection for manufacturing in that year: 14 
percent for Taiwan and 13 percent for 
Korea, as against 35 percent for Colombia 
and 112 percent for Argentina. It also 
shows that, for manufacturing as a whole, 
Taiwan and Korca had a low degree of 
trade bias — that is, they met Bhagwati’s EP 
condition—while Argentina had a very 
strong trade bias in favor of the domestic 
market, though Colombia did not. 

There are several problems with the 
study, which greatly reduce one’s confi- 
dence in the numbers and the conclusions. 
Only a bald summary can be given here. 
The first problem is methodological, which 
can be illustrated by the Korean case.'® 
Like the others, the Korean study ignores 
legal tariffs and quantitative restrictions in 
almost all cases. Instead it relies on price 
comparisons between foreign and domes- 
tically produced versions of the same item, 
on the assumption that effective protection 
is higher the higher the differential in favor 
of domestic substitutes. This is a crucial 
step, because legal tariffs in both Korea and 
Taiwan were high in comparison with other 
countries, as the authors of the studies con- 
cede. In the Korea price survey, for exam- 
ple, 49 percent of the 365 items were sub- 
ject to legal tariffs of 60 percent or more. 
Legal tariffs are disregarded on the 
grounds that exemptions, rebates, and de- 
ferred payment mean that the tariffs actu- 
ally paid were much lower. But this ignores 
a basic point: the exemptions, rebates, and 
deferrals were targeted on priority items — 
mainly on imports of machinery and trans- 


16. Richard Luedde-Neurath, Import Controls 
and Export-Oriented Development: A Reassessment 
of the South Korean Case (Boulder, CO: Westview 
Press, 1986). 
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port equipment and on imports to be used 
to make exports. These two categories, 
plus exemption on cereal imports, ac- 
counted for 89 percent of the total exemp- 
tions, rebates, or deferrals in the year of the 
study. So not much tariff exemption was 
available for imports of everything else for 
sale on the domestic market. Producers of 
domestic substitutes for these items re- 
ceived high levels of protection in line with 
the legal tariff. 

Similarly, the Korean and Taiwanese 
cases ignore quantitative restrictions 
(QRs) in computing effective protection. 
Yet the Korean data show that 63 percent 
of the items in the price survey are subject 
to some form of QR, which by itself would 
suggest a fairly restrictive rather than a 
nearly free trade regime. Indeed, three- 
quarters of the items in the price survey had 
legal tariffs of 60 percent or more, or QRs, 
or both. 

Another methodological difficulty con- 
cerns the treatment of negative price differ- 
entials. Negative price differentials, with 
the price of the domestic version lower 
than that of the foreign version, were found 
inno less than 45 percent of the items. How 
to treat them? Should they be included at 
negative rates of protection? Should they 
be excluded on the presumption that the 
two halves of the comparison are not really 
the same item, because of quality differ- 
ences? Should they be included at the legal 
tariff? In the even: the study includes most 
of them at zero rate of protection. It is not 
clear why inclusion at zero makes more 
sense than the alternatives. It is clear, 
though, that inclusion at zero results in a 
much lower average than inclusion at the 
legal tariff rate. It also results in a much 
higher average than inclusion at negative 
rates. We should note that only the Korean 
and Taiwanese studies show a significant 
portion of negative price differentials. 
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In addition to the methodological diffi- 
culties that make us unclear about the real 
value of the averages— unclear whether 
the average level of protection really was 
unusually low—there is the problem of 
dispersion around the averages. Neither the 
authors of the case studies nor subsequent 
commentators have paid attention to dis- 
persions in effective protection between 
industries. It turns out that Korea’s disper- 
sion in effective protection rates to differ- 
ent industries within the manufacturing 
sector, with respect to their domestic mar- 
ket sales, was about the same as for Colom- 
bia and higher than for Argentina. Intu- 
itively, it is plausible to conclude that the 
resource pulling effect, or industry bias, of 
a given amount of dispersion will be higher 
the lower the average level of protection, 
because from a lower average a higher 
percentage difference is needed to obtain 
the same dispersion as from a higher aver- 
age. Since even with the earlier qualifica- ` 
tions there is not much doubt that Korea’s 
and Taiwan’s average protection was much 
lower than Colombia’s and Argentina’s, 
Korea’s similar or higher dispersion 
around the lower average may be pre- 
sumed to have had a greater resource pull- 
ing effect. In other words, Korea’s trade 
and industrial policies gave different in- 
centives to different industries. Taiwan had 
somewhat lower dispersion than Korea but 
not significantly lower than Argentina’s, 
and much the same argument holds. Both 
countries used the incentives of the trade 
regime to spur on some industries more 
than others. 

A similar conclusion holds for both 
countries with respect to trade bias. The 
overall picture of trade neutrality results 
from putting together sectors with high 
incentives to export with those with higher 
incentives to sell domestically. The disag- 
gregated figures support the view that both 
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governments were trying to promote ex- 
ports in some industries and import substi- 
tutes in others. 

The principal study of Korea for a more 
recent year—remember that the foregoing 
discussion refers to data from one year 
only, 1968 for Korea, 1969 for Taiwan — 
finds that the effective rate of protection for 
manufacturing averaged 49 percent in both 
1978 and 1982, in contrast to the figure of 
13 percent from the 1968 study. It uses a 
somewhat different methodology from that 
of the earlier study, however, so one cannot 
compare straightforwardly. But since we 
can be reasonably sure that a big jump in 
protection did not occur between 1968 and 
1978, the results of the later study lend 
credence to the view that Korea was a more 
heavily protected country in the 1960s than 
the Balassa study suggests and than most 
other economists assume has been true all 
along. Much the same argument applies to 
Taiwan.” One indicator can be given: in 
1984, after waves of import liberalization 
over many years, over half of Taiwan’s 
imports by value were covered by nontariff 
barriers.” 

In short, the evidence that Korea and 
Taiwan have had low average protection 
and low dispersion around the average — 
low enough in relation to worse-performing 
developing countries to be plausibly as- 
signed the core explanatory role in their 
superior performance —is not strong 


17, M.-H. Hsing, Tarwan: Industrialization and 
Trade Policies (New York: Oxford University Press, 
1971); Shoh-chieh Tsiang and Wen Lang Chen, “De- 
velopments towards Trade Liberalization in Tarwan” 
(Paper delivered at the Joint Conference on the Indus- 
trial Policies of the ROC and the ROK, Chung-hua 
Institution for Economic Research, Taipei, 1984). 

18. C. H. Tu and W. T. Wang, “Trade Liberaliza- 
tion in the Republic of China on Taiwan” (Paper 
delivered at the Joint Conference on the Industrial 
Polices of the ROC and the ROK, Korea Develop- 
ment Institute, Seoul, 1988) 
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enough to support even a modest confi- 
dence. Such evidence as there is sug- 
gests that they did not have unusually low 
protection.’ 


The use of protection 


If Korea and Taiwan have had substan- 
tial levels of protection, how were they able 
to develop internationally competitive in- 
dustries behind protective barriers — in the 
face of a general assumption among econ- 
omists that this is very unlikely? The point 
is that protection, like any powerful instru- 
ment, can be used well or it can be used 
badly. The predicted economic effects may 
not occur if the protection is arranged dif- 
ferently from normal. First, both Korea and 
Taiwan exempted from tariffs and most 
QRs imports of raw materials and interme- 
diate goods to be used for export produc- 
tion. This allowed exporters to get these 
kinds of inputs at the same terms as their 
foreign competitors. 

Second, they both offered export subsi- 
dies to offset further any incentive to sell 
on the domestic market. These subsidies 
came in the form of concessional credit and 
a variety of ways by which import licenses 
were tied to export performance. In Korea, 
but not Taiwan, pressure to export went 
well beyond incentives, to near coercion. 

Third, they tied permission to import — 
in the case of items whose domestic pro- 
duction they wished to encourage — to ev- 
idence that the makers of domestic 
substitutes could not meet the foreign 
supplier’s terms on price, quality, delivery, 
and so forth. Of course, the domestic maker 
did not have to be able to meet the foreign 
supplier’s terms exactly for the import to 
be refused; this was a matter for negotia- 
tion between the would-be purchaser of an 
imported machine tool, for example, and 
the domestic machine-tool makers’ associ- 
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ation, with the government in the middle. 
The requirement for permission was a 
mechanism to force producers to inform 
themselves about domestic supply possi- 
bilities before turning to imports. It also 
gave the government a way both to reduce 
the risks of investment in new products — 
by providing some protection—and to 
bring international competitive pressure to 
bear on domestic producers in a modulated 
way. Of course, with such discretionary 
power in the hands of government officials, 
one would expect frantic rent-seeking be- 
havior and all the ills that the term “rent 
seeking” has come automatically to con- 
vey. The fact that such behavior seems to 
have been kept in check in Korea and Tai- 
wan makes the more general point that rent 
seeking is not an inevitable accompani- 
ment and distorter of government interven- 
tion; it is a function of the political regime. 

A fourth element is that both countries 
made much use of QRs in addition to tar- 
iffs. QRs have merit when the acquisition 
of technological capacity and subsequent 
adaptive innovation depend on extensive 
interaction between users and suppliers. In 
addition, they allow the government to 
cushion domestic producers against sud- 
den surges of imports and resulting under- 
utilization of domestic capacity more ef- 
fectively than tariffs. QRs are normally 
condemned on the grounds, among others, 
that in conditions of macroeconomic insta- 
bility they generate constantly changing 
price signals, because with changing do- 
mestic prices the tariff equivalent of any 
QR changes also; so QRs amplify price 
instability. Since Korea and especially Tai- 
wan had fairly stable macroeconomic con- 
ditions, this familiar cost of QRs has been 
much less significant there. 

Let us accept that Korea, Taiwan, and 
Japan used protection well. What about the 
standard economics argument that, how- 
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ever well used, protection is always second 
best or worse? If unrestrained demand for 
imports leads to balance-of-payments dif- 
ficulties, the standard argument runs, de- 
value the exchange rate and curb aggregate 
demand by fiscal and monetary policy. De- 
valuation has the merit of spurring both 
exports and import substitution at the same 
time. If for some reason it is deemed nec- 
essary to promote specific industries, use 
credit subsidies.” 

What is wrong with this argument? 
First, experts often disagree by large mar- 
gins as to what the desirable exchange rate 
should be, not only in developing but also 
in industrialized countries. Second, while 
there are cases where everyone agrees that 
the exchange rate is substantially overval- 
ued, markets often seem to be poor at cor- 
recting the imbalances. Third, the policy 
instrument is the nominal exchange rate, 
but there may be no close connection be- 
tween changes in the nominal rate and 
changes in the real rate except in the very 
short run, and it is the real rate that counts 
for resource allocation. Fourth, the neoclas- 
sical argument recognizes no limits on how 
far the exchange rate can be made to fall. 
A fall in the real exchange rate means a fall 
in the price of noninternationally traded 
goods and services in relation to the price 
of tradables. The most important nontrad- 
able is labor, so a fall in the real exchange 
rate means a fall in the real wage. This may 
be resisted politically. More generally, in- 
flexibilities of import-dependent produc- 
tion processes and consumption patterns 
may mean that the needed fall in the ex- 
change rate is not possible without disrup- 
tion of production, inflation, social unrest, 
and political conflict, in the face of which a 
well-meaning government may look to other 
methods of maintaining external balance. 


19. Max Corden, Trade Policy and Economic 
Welfare (New York: Oxford University Press, 1974). 
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The argument to replace protection with 
credit subsidies as a means of assisting 
particular industries is also open to ques- 
tion. First, subsidies could not buffer the 
impact of short-term fluctuations on the 
domestic economy as well as protection 
could. Second, there can be no presump- 
tion that the subsidies needed for infant 
industries to compete equally against for- 
eign suppliers would match the finance 
available. Unless a close connection is as- 
sumed between the revenue-raising capac- 
ity of government and the amount of sub- 
sidies needed, the subsidies may well 
exceed that capacity. Third, the advantages 
of subsidies cannot be assumed to out- 
weigh the distortional effects of raising 
revenue through the existing tax system. 
Fourth, subsidies are a relatively visible 
means of transferring resources and may 
therefore generate more political conflict 
than protection, which allows resources to 
be transferred more invisibly. Whether this 
quiet transfer is desirable depends on 
whether the pattern of protection makes 
sense in terms of a national interest. Fi- 
nally, protection through tariffs raises rev- 
enue in an administratively simple way, 
compared to the difficulties of raising rev- 
enue through direct taxes, and it is likely to 
be no more difficult to administer than a 
direct subsidy program would be.” 

None of this is to deny that in many 
countries protection has been used in a way 
that hinders the evolution of internationally 
competitive industries. It makes the point 
that the economic effects of protection de- 
pend critically on how it is arranged and 
implemented, especially on how it is inte- 
grated into a wider industrial and export 
strategy. This suggests directions for badly 
needed improvements in the economic 
analysis of trade regimes. 


20. Luedde-Neurath, Import Controls and Ex- 
port-Oriented Development. 
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SECTORAL INDUSTRIAL 
POLICIES THAT LEAD 
THE MARKET 


There is surprisingly little analysis of 
the economic impact of industrial policy 
measures in East Asia, either for a particu- 
lar industry or for the economy as a whole. 
Some of what has been said about eco- 
nomic impact— mainly by political scien- 
tists—is marked by the Darwinian or 
Malinowskian fallacy: the assumption that 
because something exists it must therefore 
be vital for the survival of the organism or 
society in which it exists. Translated into 
East Asian terms, this leads one to argue 
that because protection, tight financial sys- 
tem controls, and the like existed, they 
must have had a positive impact on East 
Asian economic performance. But the 
Ptolemaic fallacy — mainly from econo- 
mists —is more prevalent and more inhib- 
iting of learning: the assumption that only 
those features of economic policy that are 
consistent with neoclassical precepts could 
have contributed to superior economic per- 
formance, so that all nonneoclassical fea- 
tures can be safely ignored. In part, of 
course, the unsatisfactory state of the evi- 
dence reflects the fact that measuring eco- 
nomic impact of industrial policies is a 
very difficult thing to do. 

The obvious way is to commensurate as 
many tax and subsidy programs as possible 
in terms of effective subsidy rates for many 
different industries, put them into a multi- 
sectoral model, calculate second-round ef- 
fects, and then reach conclusions about the 
net bias of incentives in different indus- 
tries. A neoclassical economist would hope 
to find that subsidies given to one industry 
are canceled out by those given to others, 
so that overall neutrality is the result of all 
those industry-specific promotion efforts. 
The conclusion would then be drawn that 
the entire array of incentives and protection 
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could be withdrawn at a stroke, leaving 
relative prices and resource allocations un- 
changed. This is almost certainly wrong, 
but it is a common enough assumption in 
neoclassical analysis that the allocation of 
resources in an economy where neutrality 
is being contrived by policy measures is 
much the same as where there is no gov- 
ernment intervention, with the prescriptive 
implication that the government should 
save all the resources going into the pro- 
grams by adopting free trade. 

Here I want to suggest another and more 
indirect way to consider the question of 
impact, but first I shall present some dis- 
tinctions. Functional—or horizontal, or ge- 
neric— industrial policies aim to strengthen 
a particular function without discriminat- 
ing between industries in terms of who 
gains access to the benefits. Examples are 
a research and development tax break, a 
training subsidy, and concessional credit 
to small firms. Sectoral —or vertical, or 
industry-specific— industrial policies aim 
to change production and/or investment 
decisions in a particular industry from what 
they would have been without the policies. 

Sectoral policies can be divided into 
those that lead and those that follow the 
market. Sectoral policies lead the market 
when the government (1) takes initiatives 
about what preducts or technologies 
should be encouraged and (2) puts public 
resources or influence behind these initia- 
tives. Suppose a government proposes a 
project, such as a steel mill, to private 
firms, the private firms decline, and the 
government goes ahead with it as a public 
enterprise, which is what happened in the 
case of Korea’s Pohang steel mill. This is a 
clear example of government leadership. 
Sectoral policies follow the market when 
the government adopts the proposals of 
private firms for new products and technol- 
ogies to be encouraged. If private firms 
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propose to jump from 64K to 256K dy- 
namic random-access memory chip pro- 
duction and ask for government help, the 
government help follows rather than leads 
the market. 

Leading and following should be qual- 
ified by the degree of additionality. When 
the government assists firms to do what 
they would have done anyway without as- 
sistance, this is small followership. When 
the government assists firms significantly 
to extend the margin of their investments, 
this is big followership. Similarly, big lead- 
ership is a government initiative on a scale 
to make a substantial difference; small 
leadership is a government initiative that 
devotes too few resources or too little in- 
fluence to produce a different investment 
outcome. 

Neoclassical economics can embrace 
functional industrial policies in some cir- 
cumstances as a means of repairing market 
failures. Sectoral policies — “picking win- 
ners,” a term generally used in a tone of 
mocking derision—are much more diffi- 
cult to justify. Market failures of a kind that 
could be repaired by sectoral policies are 
thought to be rare and often themselves due 
to government interventions. Indeed, the 
same causes that make for market failure 
produce even more likely and more so- 
cially damaging government failure, it is 
said. The discipline is characteristically 
suspicious of government’s willingness to 
resist the temptation to misuse economic 
powers and of government’s ability to de- 
tect business opportunities that private en- 
trepreneurs have overlooked. More gener- 
ally, it is suspicious of any arrangement in 
which any one agent — whether the govern- 
ment, a monopoly, or an oligopoly —can 
have a tangible impact on the aggregate 
outcome. A successful outcome is thought 
by and large to be the result of the interac- 
tion of many agents, none of whom can 
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exercise a tangible impact on the overall 
result. 

Neoclassical economics can recognize 
and accommodate functional industrial 
policies in East Asia without too much 
difficulty. But it can accommodate the fact 
of East Asian sectoral industrial policies 
only by asserting either that they hindered 
what would otherwise have been still better 
performance or that they amounted to no 
more than small followership or small 
leadership with little more causal impact 
than the cock’s crow has on the dawn. If, 
however, we can demonstrate that some of 
the policies — some of the time and in some 
important industries — represented big 
leadership, then this line of defense is cut 
off, because we know that the actual pro- 
duction and investment outcomes differ 
from what would have occurred in the ab- 
sence of the policies. 

Space limits preclude an attempt to in- 
dicate the several kinds of evidence that 
suggest the existence of big leadership in 
East Asia.” Big leadership does not in itself 
mean that actual outcomes were better in 
terms of growth than otherwise; this has to 
be established separately. But with all due 
respect to the Darwinian fallacy, there is a 
presumption that the policies helped more 
than hindered the emergence of interna- 
tionally competitive industries. This is 
more plausible than saying either that the 
policies had no effect—perhaps because 


21. See Wade, Governing the Market. 
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promotion policies for one industry were 
canceled out by promotion policies for oth- 
ers — or that they braked what would other- 
wise have been still faster growth. 

The challenge, then, is to find ways of 
making the ideas of leadership and follow- 
ership more compatible with economic 
theory. Somehow we must become clearer 
about the power and influence dimension 
of government policies. The same type of 
policy instrument will have different re- 
source effects according to the wider field 
of power between government and busi- 
ness. For example, in some kinds of polities 
government policies create rents but little 
rent-seeking behavior occurs, for reasons 
having to do with this wider field of power. 
If every official draws a gun and shoots 
every rent seeker, there may be much alloca- 
tion of rents without rent-seeking behavior. 
But those parts of economics that embrace 
the assumption that perfect competition 
constitutes the optimal institutional ar- 
rangement for resource allocation are 
badly equipped to deal with power. There 
is, however, the subdiscipline of industrial 
organization theory, which deals with the 
inner workings of markets, firms, and in- 
dustries, though not much with govern- 
ments. This subdiscipline has little to do 
with the neoclassical conception of perfect 
competition. Future work on the role of 
government in industrialization should aim 
to integrate the political science literature 
on power with the economics literature on 
industrial organization. 


ANNALS, AAPSS, 505, September 1989 


Growth and Equity via 
Austerity and Competitiveness 


By FERNANDO FAJNZYLBER 


ABSTRACT: In the first section of this article, a comparative analysis is 
undertaken of Latin America and semi-industrialized countries in other areas of 
the world. Attention is drawn to the specific features of Latin America as regards 
its lack of a strong predisposition toward the incorporation of technological 
progress and its dubious achievements in relation to growth, equity, and com- 
petitiveness. In the second section, a similar type of comparative analysis is 
applied to the leading countries. Finally, some reflections are presented with 
regard to directions and actions in Latin America and in the north that could 
contribute to confronting what in the first section is defined as the challenge of 
Latin America, that is, to approaching the until now empty box wherein growth 
converges with equity. 
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GROWTH AND EQUITY 


AST experience seems to indicate that 
one of the most notable features of 
economic development is the combination 
of the know-how of the more advanced 
societies with economic and social innova- 
tions allowing for its adaptation to the spe- 
cific shortcomings and potentials of the 
less developed countries. This accounts for 
the generally accepted fact that the changes 
that are taking place involve a variety of 
different essential components, directions, 
and institutions, as a reflection of this com- 
bination of know-how and innovation. 

In the mid-1970s, when the rate of in- 
crease in the industrialized countries’ pro- 
ductivity started to decline, the subject of 
the incorporation of technical progress and 
its impact on productivity and growth once 
again began to come to the fore in both 
political and academic circles. The way in 
which the classical and neoclassical 
schools of thought were dealing with this 
subject began to be viewed with dissatis- 
faction in various quarters. These criti- 
cisms, which were chiefly based on the 
ideas of Schumpeter, underscored the com- 
plexity of this phenomenon, its dynamic 
and unbalanced nature, and its connection 
with the social-institutional environment.’ 

Emphasis was placed on the fact that the 
stepped-up efforts and increased invest- 
ments that were devoted to promoting the 
incorporation of technological progress — 
a higher ratio of research and development 
expenditure to gross national product and 

1. Nathan Rosenberg, “The Impact of Technolog- 
ical Innovation: A Historical View,” in The Positive 
Sum Strategy. ed. Ralph Landau and Nathan Rosen- 
berg (Washington, DC: National Academy Press, 
1986), p. 20; idem, Perspectives on Technology (New 
York: Cambridge University Press, 1976); idem, Zn- 
side the Black Box: Technology and Economics (New 
York: Cambridge University Press, 1982), C. Freeman, 
J. Clark, and L. Soete, Unemployment and Technical 


Innovation: A Study of Long Waves and Economic 
Development (London: Frances Pinter, 1982). 
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investment in the 1980s in the countries of 
the Organization for Economic Coopera- 
tion and Development (OECD)— had had 
little impact on productivity. This is the 
“productivity paradox” that Professor R. 
Solow summed up in the following terms: 
“We sez computers everywhere except in 
the economic statistics.”” 

Finally, a systematic analysis was un- 
dertaken of the new types of relationships 
and institutional modalities linking science 
and technology in the 1980s, and govern- 
ment and business made a greater effort 
both to support and to base their actions on 
the trends that had been identified.’ In 
short, the importance of this subject was 
recognized, but some degree of uncertainty 
was still felt as to how to bring about techno- 
logical changes in a way that would be in 
keeping with economic policy objectives. 

In the 1980s, the achievement of a com- 
petitive position at the international level 
became a prime objective, chiefly in re- 
sponse to the growing presence in interna- 
tional markets of Japan and its Southeast 
Asian disciples. The reorganization of pro- 
duction and the incorporation of techno- 
logical progress came to be regarded as a 
more and more pressing issue in both the 
developed and developing countries, re- 


2. See “Arms and Organization of an International 
Seminar on Sciences Technology and Economic 
Growth” (Seminar to be held in Pars, June 1989) 
(Programme of Work of the Committee for Scientific 
and Technological Policy, Organization for Economic 
Cooperation and Development [OECD], 1988). 

3. C. Freeman, The Future of Information and 
Communication Technologies: Implications for Deci- 
ston-Makers, LGCFAM (Brighton: University of 
Sussex, Science Policy Research Unit, Feb. 1987); 
F. Chesney, “Technical Co-operation Agreements be- 
tween Independent Firms. Novel Issues for Economic 
Analysis and the Formulation of National Technolog- 
ical Policies,” DSTI Review, no. 4, in press. See “Na- 
tional Programmes to Promote Industrial Diffusion of 
New Technologies” (Synthesis report, OECD, 1987). 
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gardless of whether they had market or 
centrally planned economies. 

The international market is not only an 
arena in which various business enterprises 
compete with one another; it is also a set- 
ting for encounters between different pro- 
duction systems, institutional schemes, 
and social organizations. In these encoun- 
ters, business enterprises figure promi- 
nently but are nonetheless only one com- 
ponent of a network that links them with 
the educational system, the technological 
infrastructure, management-labor rela- 
tions, the relationships between the public 
and private sectors, and the financial system. 

In the first section of this article, a com- 
parative analysis is undertaken of Latin 
America and semi-industrialized countries 
in other areas of the world. Attention is 
drawn to the specific features of Latin 
America as regards its lack of a strong 
predisposition toward the incorporation of 
technological progress and its dubious 
achievements in relation to growth, equity, 
and competitiveness. In the second section, 
a similar type of comparative analysis is 
applied to the leading countries. Finally, 
some reflections are presented with regard 
to directions and actions in Latin America 
and in the north that could contribute to 
confronting what in the first section is de- 
fined as the challenge of Latin America, 
that is, to approaching the until now empty 
box wherein growth converges with equity. 


CHARACTERISTICS SPECIFIC 
TO LATIN AMERICA: 
FROM THE EMPTY BOX 
TO THE BLACK BOX 


Under an exceptionally wide range of 
circumstances, the governments of Latin 
America, like those in the rest of the world, 
regard growth and equity as being among 
their chief development objectives. To 
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what extent have the countries of the region 
achieved either or both of these objectives 
in the course of their development? 

For the purposes of this discussion, the 
growth rate of the advanced countries dur- 
ing the past two decades — 2.4 percent an- 
nually of per capita gross domestic product 
(GDP) between 1965 and 1985 — will be 
taken as a standard of growth, and equity 
will be defined in terms of the ratio be- 
tween the incomes of the bottom 40 percent 
and the top 10 percent of the population on 
the income scale. In the advanced countries 
during the late 1970s and early 1980s, this 
ratio averaged 0.8, that is, the bottom 40 
percent of the population in this respect had 
an income equivalent to 80 percent of that 
of the top 10 percent. 

For our purposes here, the dividing line 
between the most equitable and least equi- 
table countries in Latin America will be 
drawn on the basis of this ratio, but at a 
level of 0.4. This is tantamount to setting 
an equity target equivalent to half of that 
existing, on average, in the industrialized 
countries. If we cross-reference these two 
variables — growth and equity — the result- 
ing matrix contains an empty box, which 
would correspond to countries having both 
a faster growth rate than that of the ad- 
vanced countries and a higher level of eq- 
uity, in terms of the reduced scale of one- 
half the average level of the developed 
countries. This empty box represents a key 
question in terms of the subjects under 
discussion here. 

Approximately 66 percent of the re- 
gional GDP is generated by countries that 
could be described as having fast growth 
rates but that also suffer from disarticula- 
tion — Brazil, Colombia, the Dominican 
Republic, Ecuador, Mexico, Panama, and 
Paraguay; 13 percent of the regional GDP 
is accounted for by being integrated or 
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articulated but is produced by countries 
whose economies are stagnant, namely, Ar- 
gentina and Uruguay. The remaining 21 
percent of this product corresponds to 
countries exhibiting both disarticulation 
and stagnation. 

As regards the black box, the supposi- 
tion is that it could only be filled by coun- 
tries whose development process had 
moved forward. Another sort of interpreta- 
tion, which might, perhaps, be more reas- 
suring, would be to assume that there is a 
trade-off between growth and equity and 
that, accordingly, in order for a country to 
move up into this empty box, it would have 
to raise its level of development. Under this 
assumption, the problem of the empty box 
would eventually be resolved with the pas- 
sage of time. Nevertheless, there are quite 
a few developing and semi-industrialized 
countries in other parts of the world that 
exhibit a combination of the levels of 
growth and equity that represent the empty 
box in the case of Latin America: China, 
Sri Lanka, Indonesia, Egypt, Thailand, 
Hungary, Portugal, Yugoslavia, South 
Korea, Israel, Hong Kong, and Spain. In- 
deed, these countries account for a total of 
73 percent of the GDP and 58 percent of 
the population of the developing countries 
that were taken into consideration.‘ 


4. Countries under consideration are those for 
which the World Bank gives information on growth 
and income distribution. The gross national product 
and the population of that group reaches 80 percent of 
the total developing countries, Latin American coun- 
tries excluded. Taiwan accomplished both aims but is 
not included ın the World Bank figures China— for 
which the World Bank gives no information on in- 
come distribution — is included because, as indicated 
in other sources, distribution would be, at least, more 
favorable than that of India. See L Emmerij, ed., 
Development Policies and the Crisis of the 1980's 
(Paris: OECD, 1987), pt. 4, “Asian Countries.” 
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This group of non-Latin American 
countries ranges over the entire spectrum 
in terms of inward- and outward-oriented 
nations. The same degree of diversity is to 
be observed with respect to the relative 
significance of the public sector as well. 
The share of GDP accounted for by agri- 
culture is comparable in the two groups of 
countries, as is the level of the per capita 
product. Some of these countries — Indone- 
sia, Thailand, China, and Egypt — are sim- 
ilar to Latin America in that their position 
in international markets is based on their 
natural resources. The rest— South Korea, 
Spain, Hungary, Israel, Portugal, and Yu- 
goslavia— because they do not have a 
large amount of natural resources upon 
which to draw, have had no alternative 
but to attempt to secure a place for them- 
selves in the international market by means 
of industrialization. 


Latin America versus 
growth-with-equity 
industrializing countries 


As 2 first step in arriving at an under- 
standing of the process of incorporating 
technological progress, which goes along 
with changes in agricultural activity, indus- 
trialization, and the establishment of a po- 
sition in the international market, the com- 
parative analysis that follows will not 
include certain countries in other parts of 
the world. These countries are the follow- 
ing growth-with-equity industrializing 
countries (GEICs): Egypt, Indonesia, and 
Sri Lanka, which have a low level of indus- 
trialization, this being defined as under 20 
percent; Hong Kong, which lacks a signif- 
icant agricultural sector; and Israel, whose 
geopolitical position is highly unusual. The 
remaining group of countries will be re- 
ferred to as GEICs, 
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The unsatisfactory nature of the eco- 
nomic performance of Latin America and 
the sharp contrast between it and that of 
latecomers in other regions of the world 
provide the basis for this concept of GEICs. 
The idea of newly industrializing coun- 
tries, on the other hand, arose in the 1970s 
as a reflection of the growing concern with 
which the OECD countries viewed the ero- 
sion of their competitive position in the 
international market. 

Both groups of countries — Latin Amer- 
ica and the GEICs— include a wide range 
of situations. It nonetheless appears to be 
possible to identify various types of signif- 
icant contrasts in addition to those relating 
to growth and equity that were mentioned 
earlier, namely, a growth rate of 1.3 percent 
of per capita GDP for the period 1965-86 
and a ratio of 0.3 between the bottom 40 
percent and top 10 percent of the popula- 
tion in terms of income for Latin America 
versus a growth rate of 4.0 percent and an 
equity index of 0.62 for the GEICs. 

The major differences, from both a the- 
oretical and an empirical standpoint,* be- 
tween the two are the following: 


1. In terms of austerity, Latin America 
exhibits a markedly lower domestic saving 
effort. For the years 1984-86, gross domes- 
tic saving as a proportion of gross national 
product was an average of 16 percent, ver- 
sus 28 percent. Latin America also had 
higher levels of external borrowing and 
direct foreign investment. As a proportion 


5. The hypotheses that the two samples are similar 
has been rejected, for almost all variables, with a 
probability higher than 95 percent. Only for the differ- 
ence in the export coefficient, the lower lumit is 75 
percent. For agricultural share in GDP and for GDP 
per capita, the two samples are similar, as shown by a 
T test. See R.G.D. Steel and J H. Torrie, Principles 
and Procedures of Statistics, 2d ed. (New York: 
McGraw-Hill, 1980). 
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of GDP, Latin American debt was 79 per- 
cent, versus 38 percent, and its direct in- 
vestment was 10.9 percent of GDP, versus 
the GEICs’ 3.0 percent. 

2. The growth rate of the population is 
higher in Latin America. In 1965-86, the 
rate was 2.5 percent, versus 1.4 percent. 

3. The share of the GDP accounted for 
by the manufacturing sector is lower in 
Latin America — 19.4 percent in 1986, ver- 
sus 33.1 percent—even though the share 
accounted for by the agricultural sector is 
similar in the two groups. 

4. The relative significance of the indus- 
trial sectors that typically play an important 
role in technological progress — the chem- 
ical and the metal manufactures and ma- 
chinery industries — is considerably less in 
Latin America than in the GEICs: 16.9 
percent in 1985, versus 31.4 percent. 

5. The performance of the industrial 
sector during the 1980s has been much 
poorer in Latin America. If 1980 = 100, 
then the gross value of industrial output 
yielded a coefficient of 98.6 in 1986 for 
Latin America and 127.0 for the GEICs. 
This is particularly significant in view of 
the fact that this was a period during which 
the technological modernization of indus- 
try proceeded at a very rapid pace at the 
international level. 

6. Latin America’s coefficient of ex- 
ports of manufactures was lower — 10 per- 
cent in 1985, versus 18 percent — as was its 
overall coefficient for total goods and ser- 
vices: 21 percent versus 28 percent. 

7. The level of international competi- 
tiveness, as measured by the quotient be- 
tween exports and imports of manufac- 
tures, was lower in Latin America: 0.3 in 
1986, versus 0.8. 


In sum, as compared to the GEICs, 
Latin America’s economy is organized in 
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such a way that it is less equitable, shows 
less financial restraint, has a lower level of 
domestic savings, and, despite the greater 
contribution by external savings, is there- 
fore less dynamic. This, in turn, inhibits 
the incorporation of technological prog- 
ress— which is influenced by all the fore- 
going differences—and international 
competitiveness. 


The black box of 
technological progress 


As a first step in exploring the reasons 
why this empty box exists, it may be inter- 
esting to compare the relative position of 
Latin America in the international econ- 
omy in various different spheres of eco- 
nomic activity. Such a comparison clearly 
brings out a fact that may provide an initial 
and basic research clue and that will be 
interpreted in these terms throughout the 
rest of this article: the region makes a 
greater contribution in terms of population 
than in terms of any other indicator of 
economic activity. More precisely, there 
appears to be a clear tendency for the 
region’s share to decline as one moves up 
the list of indicators relating to activities 
with an increasing level of intellectual 
value added. The region’s share is 8.0 per- 
cent in terms of population, 7.0 percent in 
terms of gross domestic product, and 6.0 
percent with respect to manufacturing out- 
put. Its share plunges to 3.0 percent in the 
capital-goods subsector within industry 
and is only 2.4 percent as regards the re- 
gional share of engineers and scientists. If 
we then look at manufactured exports or at 
the resources available to these engineers 
and scientists as they go about their work, 
the region’s share drops to 1.8 percent 
while, finally, in relation to the presence of 
scientific writers — making full allowance 
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for the unreliability of this type of indica- 
tor—Latin America accounts for just 
slightly more than 1.0 percent. 


Rent-seeking societies: 
Black box and empty box 


In those societies having an abundant 
natural resource base, which generally 
gives rise to a heavy concentration of prop- 
erty in either the private or public sector, 
the business leadership tends to rely on the 
use of profits from these natural resources. 
There may also be a tendency for class- 
based societies and wealth-oriented states 
to form. 

Given the existence of a certain ten- 
dency toward mimicry within society — a 
tendency for the value expressed by the 
leaders to spread and be imitated through- 
out society — in societies where the afore- 
mentioned type of leadership prevails, this 
rent-seeking worldview may tend to pene- 
trate into and spread through various 
spheres of the public sector, the private 
sector, and a wide range of institutions that 
help them to function, such as political 
parties, the armed forces, trade and labor 
unions, professional associations, and the 
bureaucracy. The specific manifestations 
of this dissemination of rent-seeking val- 
ues — parochialism, emphasis on the short 
term, an aversion to risk and to technolog- 
ical innovation, and stress on the useful- 
ness to the individual of given activities 
rather than institutional roles — seen at var- 
ious levels and in various types of behavior 
fall outside the scope of this article; none- 
theless, this is a subject that warrants fur- 
ther investigation, particularly with respect 
to Latin America, where this type of situa- 
tion would appear to be of greater signifi- 
cance than had previously been thought. 
The process of urbanization, industrializa- 
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tion, and institutional modernization may 
have caused the significance of what might 
be referred to as a latent rent-seeking men- 
tality to be underestimated. 


The pathology and les trente glorieuses 


It is quite clear to historians that in order 
to understand a region like Latin America 
it is absolutely essential to know about 
more than just Latin America. While this 
may seem to be a fairly obvious fact, it has 
sometimes been ignored by the method- 
ological approaches taken to the subject of 
development in the region. 

The acknowledgment of this shortcom- 
ing, which is associated with what we have 
called the empty box, is entirely compati- 
ble with a recognition of the sweeping 
changes that have taken place in the Latin 
American economy and society during the 
past thirty years. This period is what A. 
Hirschman has referred to as les trente 
glorieuses of Latin America. During this 
period — 1950-81 — the product grew five- 
fold, the population grew from 155 million 
to nearly 400 million, and a very rapid 
urbanization process took place. As a result 
of this process, a number of the countries 
in the region that had more than half of 
their population in agriculture in 1950 saw 
this proportion drop to between one-fourth 
and one-third. In these countries, education 
and health services improved significantly, 
and institutions were created that helped to 
promote the economic, social, political, 
and cultural integration of the region. Fur- 
thermore, the foundations were laid for 
technological development in major areas 
linked to agriculture, public works, and 

6. A. Hirschman, “The Political Economy of 
Latin American Development: Seven Exercises in 
Retrospection” (Paper delivered at the International 
Congress of the Latin American Studies Association, 
Boston, Oct. 1986). 
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energy, and the life expectancy rose signif- 
icantly in all the countries of the region. 

The world has grown and changed in 
economic, social, political, and cultural 
terms since the end of World War II at a 
pace without precedent in human history. 
Many of these changes have taken place in 
Latin America as well. An awareness of the 
positive changes that have occurred in the 
region should not, however, be seen as a 
cause for the complacency often displayed 
by countries that have played a leadership 
role at the international level for a number 
of decades, as will be discussed in the 
following section. 


THE LEADING COUNTRIES: 
INSTITUTIONAL PLURALISM 
AND THE BLACK BOX 


Why should we look at the situation of 
the industrialized countries? We must, if 
only for the following reasons. First, the 
leading countries—the United States, 
Japan, and the Federal Republic of Ger- 
many (FRG)—determine the economic 
and technological environment in which 
Latin America and the GEICs operate. Sec- 
ond, because these countries have resolved 
the syndrome of the black box and the 
empty box through various institutional 
and political instruments, their experience 
constitutes a necessary, though in itself in- 
sufficient, source of inspiration for re- 
gional analysis. Third, each one of them 
embodies a certain model of development 
that exercises a cultural influence on coun- 
tries in neighboring regions: Japan on Asia, 
the FRG on Europe, and the United States 
on the rest of the world but particularly on 
Latin America. The GEICs are to be found 
in Asia and Europe. Fourth, it would be 
useful to verify whether the relationships 
identified in the preceding section exist in 
the industrialized countries. 
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Different approaches to 
the black-box syndrome ? 


Taken together, the population of these 
three countries represents approximately 9 
percent of the world total and is equal to 
that of Latin America. At the same time, 
however, these three countries account for 
almost half of the resources allocated to 
research and development worldwide and 
almost three-quarters of the resources that 
the OECD countries earmark for this pur- 
pose. In other words, the per capita avail- 
ability of resources for research and devel- 
opment in these countries is approximately 
five times the world average. 

Roughly 40 percent of the world’s eco- 
nomic and industrial activity takes place in 
these countries. The main reason for com- 
paring and contrasting the situation of 
these countries and evaluating them to- 
gether is that, for the reasons mentioned 
before, the performance of these countries 
shapes the profile and determines the main 
features of the world industrial system. 
Current strains in their trading relations 
aside, to a large extent these three countries 
define the type of product, process, manu- 
facturing techniques, institutional arrange- 
ments, and accessibility to which other 
countries could aspire as they develop their 
expertise in the various industrial sectors. 

A number of significant differences 
exist between the United States, on one 
hand, and Japan and West Germany, on the 
other. It is well known, for example, that 
the United States has a very high density of 
scientific production in relation to its pop- 
ulation and in comparison with that of the 
other two countries. In strong contrast with 
this solid base of scientific production, 
however, the relative strength of Japan and 
West Germany in the industrial sector is 
much greater than that of the United States. 
Taken together, the manufacturing output 
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of Japan and West Germany is already al- 
most 20 percent greater than that of the 
United States, even though the combined 
population of these two countries is 20 
percent less. 

While Japan and West Germany demon- 
strate a notable aptitude for transforming 
knowledge into highly competitive indus- 
trial production, the United States exhibits 
a relative disproportion between its avail- 
able knowledge base and its relatively 
weak industrial performance. This is due, 
in some measure, to the asymmetry in de- 
fense expenditure, an issue to which further 
reference will be made later. This same 
situation illustrates a particular character- 
istic of Japan, namely, its high density of 
engineers and scientists. If we were to ex- 
amine the relative density of lawyers, the 
United States would lead the pack, with 
279 per 100,000 inhabitants as against 77 
in the FRG and 11 in Japan.’ 


The possession of 
natural resources — 


a key factor 


Some of the main differences in the 
participation of the various countries in 
international trade are as follows. First of 
all, there is a sharp contrast between, on 
one hand, Japan and West Germany, whose 
deficit in all sectors of natural resources is 
a structural characteristic indicative of a 
fragile base in this area, and, on the other 
hand, the situation of the United States, 
which, at least in the agricultural sector, 
posts a large and, up to the early 1980s, 
growing surplus. For Japan and West Ger- 
many there is no way to obtain the re- 
sources needed to acquire the natural re- 
sources that they lack other than achieving 
solid participation in the world manufac- 


7. See Economist, 22 Aug. 1987. 
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turing trade. In contrast, the generous en- 
dowment of resources and the continental 
scale of the United States lead it to con- 
ceive of international trade as a strictly 
complementary and marginal element. 
Moreover, in the case of a continental 
economy such as that of the United States, 
the concern for establishing priorities 
among the sectors is largely irrelevant, and 
a neutral nonselective approach is adopted 
toward the various sectors. There is a per- 
ception in that country — accentuated by 
the preeminent position it has enjoyed over 
the past forty years — that its principal mar- 
ket is the domestic one and that while the 
performance of the various sectors may 
vary over time, at least up to the late 1970s 
its overall situation appeared to be one of 
almost absolute invulnerability. Various in- 
dications exist in the economic, political, 
and academic fields that confirm the per- 
ception of an approach that is centered 
mainly on the domestic situation.* 


The emergence of 
different national models 


It would be useful to compare the rela- 
tionships that exist between, on one hand, 
the objectives of growth and equity and, on 
the other, two of the factors that have been 
given special attention: the degree of inter- 


8. W. Branson, H. Giersch, and P. Peterson, 
“Trends in United States International Trade and In- 
vestment since World War Il,” in The American Econ- 
omy ın Transition, ed. Martin Feldstein (Chicago: 
University of Chicago Press, 1980), pp. 183-274; 
George C. Lodge, The New Amencan Ideology (New 
York: New York University Press, 1987); John Zys- 
man and Laura Tyson, eds., American Industry in 
International Competition: Government Policies and 
Corporate Strategtes (Ithaca, NY: Cornell University 
Press, 1983); Oxford Analytica, America in Perspec- 
tive (Boston: Houghton Mifflin, 1986); George C 
Lodge and Ezra Vogel, eds , Ideology and National 
Competitiveness: An Analysis of Nine Countries (Bos- 
ton: Harvard Business School, 1987). 
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national competitiveness of the industrial 
sector and the pattern of consumption. 

If one accepts the idea that the shared 
objectives of the various countries in ques- 
tion are growth and equity, it will be seen 
that the Japanese model is superior to the 
models of the FRG and the United States, 
respectively, and that the model of the FRG 
is superior to that of the United States. The 
meaning of “superiority” corresponds to 
greater success in the achievement of both 
objectives. The variables and indicators are 
identical to those considered in the earlier 
section entitled “Characteristics Specific 
to Latin America.” 

This comparison suggests that there is 
no trade-off between the two objectives. 
The absence of a trade-off runs counter to 
one of the basic premises of conventional 
wisdom on these matters. This conver- 
gence is associated, however, with the 
presence of certain patterns of behavior 
and international competitiveness: the su- 
periority of Japan over the other two coun- 
tries as regards growth and equity is ac- 
companied by greater austerity and 
international competitiveness, which sug- 
gests that—in keeping with the reasoning 
put forward in the previous section — aus- 
terity and competitiveness actually pro- 
mote the convergence of the two objec- 
tives. With regard to competitiveness, one 
notes that the absence of natural resources 
has a positive impact on the greater com- 
petitiveness of the industrial sector, which 
in turn helps to promote growth and equity. 

While sporadic growth may occur in a 
context of inequity and overconsumption, 
solid growth would seem to require simul- 
taneously —this is the message of this 
model—competitiveness and austerity, a 
combination that is closely related to 
equity. 

The case of the FRG represents a bal- 
ance between, on one hand, a high degree 
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of opening up to international trade, higher 
than that of Japan and the United States, 
and on the other, a high level of domestic 
social concertation, accompanied, more- 
over, by a role of the state in economic 
matters that is markedly greater than in the 
other two cases. 

The U.S-Japanese contrast marks the 
basic difference not between different cur- 
rents of macroeconomic thought but rather 
between a prosperous country that looks 
down on the world from its position of 
preeminence and a powerful challenger, 
with a history not exempt from trauma and 
with the will to realize its perceived des- 
tiny. The difference is between a continen- 
tal economy whose language, currency, 
and life-style have since World War II be- 
come worldwide references, and a small 
island territory of which the principal asset 
is its population governed by a leadership 
whose domestic legitimacy is linked to the 
recovery of national dignity, one of whose 
manifestations has been the conquest of the 
international markets. 


The precarious position of 
the major powers in world 
trade in manufactures 


If we examine closely the relationship 
between defense expenditure—as a per- 
centage of GDP —and international com- 
petitiveness in the industrial sector — sur- 
plus or deficit in the manufacturing sector 
in relation to manufacturing output— we 
would see that there is an inverse relation- 
ship with the USSR, China, the United 
States, and England at one extreme, and the 
‘FRG and Japan on the other, and France, 
Sweden, and Italy occupying the interme- 
diate positions. Contrary to conventional 
wisdom, the multiplier effect of defense 
spending on international industrial com- 
petitiveness would be negative. 
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This last fact — which is part of an unre- 
solved controversy about the impact of re- 
search and technological development in 
the military sector as a collateral effect for 
the industrial sector—would be a further 
argument in support of the idea that these 
are spheres in which, at least for given 
periods, low levels of international com- 
petitiveness in tradable goods may coexist 
with extremely high levels of competitive- 
ness in the military sphere. The fact that 
these are activities whose challenges, pro- 
cedures, periods, and forms of organization 
differ radically may have some influence 
on this. 

In the military sphere, where it is neces- 
sary to define objectives and goals rather 
than to determine time frames, economic 
restrictions play a considerably less impor- 
tant role. The possibility of long-term pro- 
gramming, which exists in this sphere, 
does not exist in the area of industrial trade, 
in which the most important element is 
flexibility and the capacity to adapt rapidly 
to changing trends in international trade. 
Moreover, the intensification of competi- 
tion in the field of industrial trade does not 
occur at the same rate and over the same 
periods as in the military sphere. The re- 
placement of successive generations of 
products and the differentiation within 
each generation is, fortunately, not deter- 
mined by the test of its performance. The 
military sphere is able to attract the most 
noted talents in science and technology, by 
offering them conditions of tranquility, re- 
sources, and the absence of demands for 
immediate results over short periods of 
time, quite apart from the fact that remu- 
neration in this sphere is not subject to the 
implacable dynamic of the market. 

All of these factors combine to create a 
situation in which a group of countries that 
have channeled substantial resources into 
the military sphere exhibit great precari- 
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ousness in their international industrial 
competitiveness with respect to conven- 
tional products, while another group, 
which channels virtually no resources into 
military spending, constitutes the leaders 
in industrial competitiveness with respect 
to these products. In the case of some Latin 
American countries, high defense expendi- 
tures are accompanied by low international 
competitiveness in the industrial sector and 
no local expenditure on research and tech- 
nological development in related areas. 
There, the hypothetical positive long-term 
multiplier effect that defense expenditure 
would generate on the industrial sector 
does not materialize. 


FINAL REFLECTIONS 


The following are the most salient les- 
sons that would seem to emanate from this 
exploratory exercise. 

First, the solidity of international partic- 
ipation is firmly linked to the capacity of 
the countries to add intellectual value to 
their resource endowment. It seems illu- 
sory to imagine £ solid position in interna- 
tional markets without the participating 
countries’ incorporating technological 
progress into those resources. The fact of 
having natural resources does not imply 
that a country must relinquish the revenue 
that they can produce, but it would seem to 
be vital that that revenue be utilized to 
transform and modernize the agricultural 
sector and strengthen the development of 
an industrial sector with a growing level of 
exposure and competitiveness in interna- 
tional markets. 

Second, the widespread idea that there 
is a trade-off between growth and equity is 
not supported by the empirical evidence of 
a broad, varied range of national situations. 
It is true that, within Latin America, these 
two objectives have not converged and that 
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countries with greater equity have suffered 
stagnation and countries with greater dyna- 
mism do not manifest equity. This paro- 
chial view of the relationship between both 
objectives, however, is overcome when the 
Latin American pattern is contrasted with 
the patterns prevailing in distinct regions, 
with different socioeconomic systems and 
different levels of development. 

Third, the opening of the black box of 
technological progress is a task that tran- 
scends the industrial and business world 
and forms part of a social attitude vis-a-vis 
the incorporation of technological prog- 
ress. This new attitude of social apprecia- 
tion of creativity, that is, the pursuit of 
formulas that respond to internal deficien- 
cies and potentialities, assumes a modifi- 
cation of the leadership from which flow 
the values and orientations that are diffused 
through society as a whole. It is difficult to 
establish a compatibility between a leader- 
ship in which rent-seeking mentality has a 
weight aside from having a private or pub- 
lic character, and a diffusion throughout 
society of values in which the interna] de- 
ficiencies and potentialities are converted 
into a conductor axis for socioeconomic 
transformation. 

Fourth, the economic, social, political, 
and cultural transformation required in 
Latin America, whose center of gravity is 
internal effort, requires complementary 
economic backing. 

If the countries with a surplus, that is, 
those that have the possibility of channel- 
ing resources beyond their borders — 
chiefly Japan and West Germany — ignore 
the challenge that the situation of the less 
developed countries represents and con- 
tinue, as they have done in recent years, to 
concentrate their attention on the possibil- 
ity of resolving the imbalances that surface 
between them, fundamentally in relation to 
the external and fiscal-deficit situation of 
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the United States, it may very well be that 
they miss some formula for civilized coex- 
istence between themselves. Nevertheless, 
they end up trying to ignore the growing 
drama that is spreading throughout the 
Southern Hemisphere, with well-known 
and implied exceptions, some of which 
have been discussed here. 

Hence certain requirements fall into 
line. In the first place, the principal debtor 
nation, the United States, should, within 
the range of possibility, adopt necessary 
measures to adapt its life-style. In the sec- 
ond place, it is necessary that countries 
having a surplus, instead of channeling re- 
sources in order to facilitate the mainte- 
nance of the consumption pattern in the 
United States, gear resources precisely to- 
ward the countries of the south. In the third 
place, it would be vital that in those coun- 
tries socioeconomic transformations be 
generated endogenously; that would per- 
mit the absorption of those resources to 
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produce innovations in the direction of the 
development pattern. 

The fifth lesson is that the sequence that 
seems to surface from the study of compar- 
ative experiences is the following: equity, 
austerity, growth, and competitiveness. In 
Latin America it has become increasingly 
delicate to continue to defer the subject of 
equity, although this would imply attend- 
ing to unpleasant subjects from the past 
that appear to have withered discreetly 
with the advent of modernity. 

Finally, an important factor in the gen- 
eration of resources in the north and the 
modalities of their utilization in the south 
is the cutback in arms spending. In the 
north, there is a clear inverse relationship 
between industrial competitiveness and 
the military effort, which suggests that a 
reduction of the latter would favor the 
materialization of the much-desired recov- 
ery of trade and international financial 
equilibriums. 
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Development Strategies and the 
Global Factory 


By GARY GEREFFI 


ABSTRACT: It has become commonplace to contrast the newly industrializing 
countries (NICs) in Latin America and East Asia as having followed inward- 
oriented and outward-oriented development strategies, respectively. These are 
not mutually exclusive alternatives, however. They are more appropriately seen 
as historically interacting approaches, with the NICs in both regions moving 
toward mixed strategies in the 1970s and 1980s. In particular, the development 
of second-stage import-substitution industries has allowed the Latin American 
and East Asian NICs to meet a variety of domestic development objectives and 
ultimately to enhance the flexibility of their export structures. The NICs today 
are pivotal actors in a global manufacturing system with increasingly complex 
product networks and an unprecedented degree of geographical specialization. 
This has led to greater heterogeneity in the export profiles of the NICs within 
each region. The new patterns of export specialization are based on distinctive 
industrial structures at the national level and pose special issues for industrial 
policy and the future internationalization of each NIC. 
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DEVELOPMENT STRATEGIES AND GLOBAL FACTORY 93 


ONVENTIONAL economic wisdom 
has it that the newly industrializing 
countries (NICs) in the world economy 
have followed one of two alternative devel- 
opment strategies: an inward-oriented path 
of development pursued by relatively 
large, resource-rich economies in which 
industrial production is geared mainly to 
the needs of a sizable domestic market; and 
an outward-oriented approach adopted by 
smaller, resource-poor nations that depend 
on global markets to stimulate the rapid 
growth of their manufactured exports. 
These contrasting development strategies 
are said to typify the experience of the two 
most prominent regional clusters of NICs: 
the three large Latin American countries — 
Argentina, Brazil, and Mexico—and the 
four tigers in East Asia — Taiwan, South 
Korea, Hong Kong, and Singapore — 
respectively.’ 

Even though this descriptive character- 
ization is subject to a number of refine- 
ments, a very clear evaluative judgment 
often accompanies recent discussions of 
development strategies in the NICs. The 
World Bank’s widely cited World Develop- 
ment Report for 1987 claims that “the 
economic performance of the outward- 
oriented economies has been broadly supe- 
rior to that of the inward-oriented econo- 
mies in almost all respects.” The obvious 
implication is that policy reforms aimed at 
a greater outward orientation would lead 
to substantial improvements in exports, 
economic growth, and employment in 
countries that earlier had applied inward- 
oriented policies.’ 


1, Other countries that have pursued inward- 
onented development strategies in the postwar period 
include some South Asian nations, in particular India, 
as well as the European socialist countries led by the 
Soviet Union. 

2. World Bank, World Development Report 1987 
(New York: Oxford University Press, 1987), p. 85. 


The East Asian NICs thus are put for- 
ward as a model to be emulated by the rest 
of the developing world. Conversely, the 
current woes of the Latin American NICs 
are treated as the legacy of ill-conceived 
and inappropriate economic policies in the 
past. 

This simplified view of the develop- 
ment trajectories and policy choices of the 
Latin American and East Asian NICs is 
profoundly misleading. It glosses over the 
many unique historical and geopolitical 
features of East Asian development that 
make it hazardous at best to advocate that 
this model be transferred to other regions 
of the world. In addition, it fosters two 
general sources of bias that hinder our un- 
derstanding of contemporary development 
in the NICs. 

First, development strategy is used as a 
polarizing and static concept. The stereo- 
types of inward and outward orientation 
freeze history by highlighting regional dif- 
ferences when they were at their sharp- 
est— Latin America’s import-substituting 
industrialization (ISI) in the 1950s and 
1960s versus East Asia’s export-oriented 
industrialization (EOI) in the 1960s and 
early 1970s— while ignoring the subse- 
quent interplay between inward- and 
outward-oriented development strategies 
that in fact has been essential to the eco- 
nomic dynamism of the NICs in each re- 
gion. The convergence of the Latin Amer- 
ican and East Asian NICs toward mixed 
strategies of ISI and EOI in the 1970s and 


Also ses Bela Balassa, The Newly Industrializing 
Countries in the World Economy (Elmsford, NY: Per- 
gamon Press, 1981), pp. 1-26; Bela Balassa et al., 
Toward Renewed Economic Growth in Latin America 
(Washington, DC Institute of International Econom- 
ics, 1986). 

3. This topic 1s handled nicely in Laurence 
Whitehead, “Tigers in Latin America?” this issue of 
The Annais of the American Academy of Political and 
Social Science. 


94 


1980s is attributable to inherent limitations 
within each strategy, thus making an exclu- 
sive reliance on either approach unsustain- 
able in the long run. 

Second, the infatuation with regional 
contrasts in development strategies diverts 
our attention from a universal phenome- 
non, the globalization of production, which 
has reshaped the roles of the NICs in the 
world economy during the last two de- 
cades. The global factory has led to new 
patterns of export specialization that are an 
outgrowth of distinctive industrial struc- 
tures and social forces in each of the NICs. 
This process is beginning to undermine the 
presumed internal coherence of the Latin 
American and East Asian development 
models and ultimately calls for a recasting 
of development theory. 

The remainder of this article will look 
into both sets of issues. 


DEVELOPMENT STRATEGIES 
RECONSIDERED 


Development strategies are sets of gov- 
ernment policies that define and mediate a 
country’s relationship to the global econ- 
omy. They also affect the domestic alloca- 
tion of resources among industries and dis- 
tinct social groups and thus embody 
national priorities regarding economic 
growth and equity. It is important to distin- 
guish between development strategies, 
which are political decisions and plans, and 
development patterns, which are economic 
outcomes that may or may not have been 
pursued in a strategic way by national 
elites. The first part of this article will 
discuss strategies, while the latter two parts 
focus on new patterns of global production 
and export specialization. 

Economic policymaking in the NICs, as 
in capitalist societies more generally, tends 
to be pragmatic and incremental, respond- 
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ing to immediate crises and short-term di- 
lemmas rather than to long-range plans and 
comprehensive schemes for change. This 
was true in the Latin American and East 
Asian NICs, where the domestic policies 
associated with import substitution and ex- 
port promotion frequently were short-term 
defensive tactics to deal with acute prob- 
lems like foreign exchange shortages or 
inflation.* Over time, related incremental 
decisions often became established as 
longer-term development strategies. 
Neither inward-oriented nor outward- 
oriented development strategies are econom- 
ic panaceas, however. Both are susceptible 
to systemic constraints or vulnerabilities 
such as recurring balance-of-payments 
problems or the disruption of key trading 
relationships.* In order to understand how 
the NICs have adapted or switched devel- 
opment strategies in response to these prob- 
lems, it is necessary to correct some com- 
mon misconceptions in the literature about 
industrial transformation in these nations. 
First, it is a mistake to think of inward- 
oriented and outward-oriented develop- 
ment strategies as mutually exclusive alter- 
natives. Every nation, with the exception 
of Britain at the time of the Industrial Rev- 
olution, went through an initial stage of ISI 
in which protection was extended to incip- 


4. See Tun-jen Cheng, “Political Regimes and 
Development Strategies Korea and Taiwan,” in Man- 
ufactured Miracles. Paths of Industrialization in Latin 
America and East Asia, ed. Gary Gereffi and Donald 
Wyman (Princeton, NJ. Princeton University Press, 
forthcoming); Robert R. Kaufman, “How Societies 
Change Development Models or Keep Them: Reflec- 
tions on the Latin American Experience in the 1930s 
and the Post-War World,” in ibid. 

5. The main limitations of both import-substitut- 
ing and export-oriented development strategies in the 
NICs are outlined in Gary Gereffi, “International Eco- 
nomics and Domestic Policies,” in Economy and So- 
ciety: State of the Art, ed. Alberto Martinelli and Neil 
Smelser (Newbury Park, CA: Sage, forthcoming). 
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ient manufacturing industries producing 
for domestic markets.® Furthermore, each 
of the NICs subsequently has pursued a 
combination of both advanced ISI and dif- 
ferent types of EOI in order to avoid the 
inherent limitations of an exclusive reli- 
ance on domestic or external markets and 
also to facilitate the industrial diversifica- 
tion and upgrading that are required for 
these nations to remain competitive in the 
world economy. Rather than being mutu- 
ally exclusive alternatives, the ISI and EOI 
development paths in fact have been com- 
plementary and interactive.’ 

Second, the divergence between in- 
ward-oriented and outward-oriented de- 
velopment strategies in the Latin American 
and East Asian NICs in the 1960s masks a 
significant convergence in their economic 
trajectories during the past two decades. 
The countries in both regions established 
or expanded second-stage ISI industries to 
meet a variety of domestic development 
objectives and ultimately to enhance the 
flexibility of their export structures.* 

In the 1970s, South Korea and Taiwan 
launched major “Heavy and Chemical In- 


6. Even Hong Kong, the most laissez-faire of the 
NICs, benefited from a period of disguised ISI on the 
Chinese mainland. Refugees to Hong Kong from the 
mainland included a significant segment of the Shang- 
hai capitalist class and a huge supply of politically 
unorganized labor, and they brought with them tech- 
nical know-how, skills, and even machinery. See 
Stephan Haggard and Tun-jen Cheng, “State and 
Foreign Capital in the East Asian NICs,” in The 
Political Economy of the NewAsian Industrialism, ed. 
Frederic C. Deyo (Ithaca, NY: Cornell University 
Press, 1987), pp. 106-10. 

7. This point is amply documented in Gereffi 
and Wyman, eds , Manufactured Miracles. 

8. See Gary Gereffi and Donald Wyman, “De- 
terminants of Development Strategies in Latin Amer- 
ica and East Asia,” in Pacific Dynamics: The Interna- 
tional Politics of Industrial Change, ed. Stephan 
Haggard and Chung-in Moon (Boulder, CO- 
Westview Press, 1989). 


dustrialization” programs with a focus on 
steel, machinery, automobiles, shipbuild- 
ing, and petrochemicals. This was justified 
in large part by national security concerns 
prompted by the United States’ political rap- 
prochement with China and the U.S. with- 
drawal from Vietnam, as well as import- 
substitution considerations.’ Singapore 
used its links with multinational corpora- 
tions also to push into capital-intensive 
sectors like oil refining, petrochemicals, 
telecom munications equipment, office and 
industrial machinery, and electronics in the 
1970s. 

These shifts toward heavier industries 
in the East Asian NICs, which paralleled 
similar kinds of investments in the Latin 
American NICs a decade or two earlier, 
were criticized on comparative-advantage 
grounds since they were energy intensive 
and required the massive importation of 
natural resources not found in the region. 
As we will see later in this article, however, 
they laid the groundwork for a far more 
diversified range of manufactured exports 
by the East Asian NICs in the 1980s. 

The Latin American NICs also moved 
toward a strategy of export diversification 
in the 1980s, but from the opposite direc- 
tion. Argentina, Brazil, and Mexico have 
strong natural-resource bases, which led 
them to rely heavily on commodity exports 
or natural-resource-based manufactured 
exports in the 1950s and 1960s. By the late 
1970s and 1980s, however, the Latin Amer- 
ican NICs succeeded in exporting a much 
broader array of manufactured products. 

In Mexico, sharp currency devaluations 
led to a spectacular increase of labor-inten- 
sive manufactured exports from the 
maquiladora (“bonded-processing”) in- 
dustries located along the U.S. border. In 

9. Caeng, “Political Regimes and Development 


Strategies.” in Manufactured Miracles, ed. Gereffi and 
Wyman. 
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Brazil and Argentina, the composition of 
industrial exports evolved toward more 
skill-intensive metalworking products ini- 
tially developed for their domestic markets 
during the second stage of ISI, which fo- 
cused on consumer durables, transport 
equipment, and capital goods." The auto- 
mobile industry, for example, in many ways 
the centerpiece of the import-substitution 
drive of the Latin American NICs since the 
mid-1950s, has emerged as one of the most 
dynamic export sectors for Mexico and 
Brazil in the 1980s. This industrial deepen- 
ing along ISI lines in the Latin American 
and East Asian NICs contributed to a more 
diversified pattern of export growth in each 
region, illustrating the often unexpected 
synergy between inward-oriented and 
outward-oriented development strategies. 
A third fallacy that distorts our percep- 
tion of ISI and EOI in Latin America and 
East Asia is the tendency to view these 
development strategies as static and tech- 
nologically backward. It is not uncommon 
to see portrayals of East Asia’s export-led 
economies that still focus exclusively on 
the labor-intensive, low-tech industries 
that characterized the initial phase of 
EOI." While the first significant wave of 
exports from the East Asian NICs in the 
late 1950s—from Hong Kong—and the 
1960s did come from traditional, labor- 
intensive industries like textiles, apparel, 
and footwear that relied on low wages and 
an unskilled work force, there has been a 
very pronounced shift in the last decade 


10. Simon Teitel and Francisco E. Thoumi, “From 
Import Substitution to Exports: The Manufacturing 
Exports Experience of Argentina and Brazil,” Eco- 
nomic Development and Cultural Change, 34(3):458 
(Apr. 1986). 

11. For example, Teitel and Thoumi refer to the 
East Asian NICs as still following “an export-oriented 
strategy largely based on unskilled labor-intensive 
industries.” Ibid., p. 486. 
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toward an upgraded, skill-intensive ver- 
sion of EOI. 

These new export industries include 
higher-value-added items that employ so- 
phisticated technology and require a more 
extensively developed, tightly integrated 
local industrial base. Products range from 
computers and semiconductors to televi- 
sions, videocassette recorders, sporting 
goods, and numerically controlled ma- 
chine tools. This export dynamism in East 
Asia does not derive solely from introduc- 
ing new products, however, but also from 
continuously upgrading traditional ones. 

Thus in Hong Kong, Taiwan, and South 
Korea much of the export-oriented apparel 
industry has become modernized and fash- 
ion conscious, using expensive silk and 
synthetic materials, laser cutting ma- 
chines for greater precision, and computer- 
assisted designs for positioning patterns on 
the cloth to minimize wastage. Exports of 
footwear, sporting goods, and even toys 
show a similar trend toward the more prof- 
itable, brand-named, and pricey end of the 
consumer spectrum. 

The portrayal of the Latin American 
NICs’ original import-substituting indus- 
tries as inefficient, low tech, and assembly 
oriented is similarly out of touch with 
today’s reality. American automobile com- 
panies are setting up world-class engine 
plants in Mexico, partly to cope with the 
specter of Japanese competition. These 
gems of global production represent $250 
million to $500 million per plant in high- 
tech investment, with a lean and well- 
trained local work force and efficiency lev- 
els comparable to those of similar plants in 


12, A clothing manufacturer in Taiwan who ex- 
ports most of his production to the United States told 
me proudly when I visited his plant, “We have moved 
up in quality from Filene’s Basement to Bloom- 
ingdale's and Saks Fifth Avenue.” 
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the United States.’ Brazil also has devel- 
oped state-of-the-art, technologically ad- 
vanced, and increasingly export-oriented 
industries from an ISI base in fields like 
automobiles, computers, armaments, and 
assorted capital goods, while Argentina 
boasts of internationally competitive firms 
in the metallurgical and metalworking sec- 
tors that are generating a large share of the 
country’s manufactured exports. 

The composite picture presented thus 
far is one in which the NICs in Latin Amer- 
ica and East Asia have come from quite 
different starting points in terms of size, 
natural resource endowments, and histori- 
cal patterns of entry into the world system, 
yet they occupy a similar rank today as 
industrial leaders in the Third World. How 
did this disparate set of countries assume 
such a pivotal role on the world industrial 
stage? What are the prospects for their con- 
tinued success in the future? To answer 
these questions, we need to look at a rela- 
tively recent phenomenon, the emergence 
of a global manufacturing system. 


THE GLOBAL FACTORY AND 
THE AMERICAN MARKETPLACE 


Industrialization today is the result of an 
integrated system of global trade and pro- 
duction. International trade has allowed 
nations to specialize in industry as distinct 
from other sectors, in different manufactur- 
ing branches, and increasingly even in dif- 
ferent stages in production. The growth in 
manufacturing since World War II has been 
fueled by an explosion of new products, 
new technologies, the removal of barriers 
to international trade, and the physical in- 

13. Harley Shaiken, “High Tech Goes Third 
World,” Technology Review, 91(1):39-47 (Jan. 1988). 
One ultramodern plant, in the words of its director, 
brings together “U.S. managers, European technol- 
ogy, Japanese manufacturing systems, and Mexican 
workers.” Ibid., p. 39. 


tegration of world markets through im- 
proved transportation and communication 
networks. This process has led to the emer- 
gence of a global manufacturing system in 
which production capacity is dispersed to 
an unprecedented number of developing as 
well as industrialized countries.“ 

In today’s global factory, production of 
a single good commonly spans several 
countries, with each nation performing 
tasks in which it has a cost advantage. 
Components for the Ford Escort, intro- 
duced in Europe, are made and assembled 
in 15 countries on three continents. Fur- 
thermore, the kind of production that is 
taking place in Third World nations is by 
no means limited to traditional manufac- 
turing industries like textiles, clothes, and 
footwear. Machinery and transport equip- 
ment were the fastest-growing exports 
from developing countries between 1970 
and 1984, with an average annual growth 
rate of 20 percent for that period.” 

Trade and industrialization have rein- 
forced each other. In 1980, 27 countries — 
of the 96 classified by the World Bank as 
low- and middle-income — exported goods 
worth $1 billion or more. By 1986, the 
number of developing countries exporting 
above the billion-dollar threshold nearly 
doubled to 49.'° This expansion of Third 
World export capacity, particularly for 
manufactured goods, embraces such a di- 

14. See Nigel Harris, The End of the Third World 
(New York: Penguin Books, 1986), chap. 4; World 
Bank, World Development Report 1987, chap. 3. 

15. World Bank, World Development Report 
1987, p. 47. The overall average annual growth rate 
for labor-intensive manufactured exports from devel- 
oping countries was 12.4 percent for the period 1970- 
84, compared to a growth rate of 15.1 percent for 
nontraditional manufactured exports, such as ma- 
chinery and transport equipment, chemicals, and iron 
and steel. 

16. World Bank, World Development Report, var- 
ious issues. The high-income oil-exporting countries 
are excluded from these lists 
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verse array of countries that it appears to 
be part of a general restructuring in the 
international economy. 

The NICs are pivotal actors in the global 
manufacturing system. Table 1 presents 
data on the level and composition of ex- 
ports by the Latin American and East Asian 
NICs in 1986. Taiwan tops the list with $40 
billion in exports, followed by Hong Kong 
and South Korea with export totals of $35 
billion each. Singapore and Brazil are in a 
second tier with $22 billion of exports 
each, followed by Mexico, with $16 bil- 
lion, and then at a considerable distance by 
Argentina, with $7 billion. The three East 
Asian super exporters thus are well ahead 
of the other NICs in the level of their ex- 
porting activities. 

The NICs vary considerably in the de- 
gree of their external orientation. The East 
Asian nations are export-led economies. 
Exports in the mid-1980s accounted for 35 
percent to more than 50 percent of gross 
domestic product (GDP) in South Korea 
and Taiwan, respectively, and for well over 
100 percent of GDP in the entrepôt city- 
states of Hong Kong and Singapore. This 
compares with ratios of exports to GDP of 
only 10 to 13 percent in the much larger 
Latin American NICs.’ Thus the East 
Asian NICs, partly because of their smaller 
size, are far more dependent on extemal 
trade than their Latin American counter- 
parts. 

The NICs cluster into several strata 
when we look at the composition of their 
exports (Table 1). Manufactured products 
constitute over 90 percent of total exports 
in Taiwan, South Korea, and Hong Kong, 
whereas for the Latin American NICs man- 
ufactures are only about 25 to 40 percent 
of total exports. Singapore is an intermedi- 

17. World Bank, World Development Report 1988 


(New York: Oxford University Press, 1988), tabs. 3, 
11, and 12, 
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ate case in that one-third of its exports are 
primary commodities, mainly petroleum- 
related products, and two-thirds are manu- 
factured goods. 

This regional clustering is reinforced 
when one examines the types of manufac- 
tured exports produced by the NICs. The 
three top East Asian exporters have kept a 
strong base in two industries that have been 
economic mainstays since the start of EOI 
more than two decades ago, textiles and 
clothing, which represented one-sixth to 
one-third of their export totals in 1986. For 
the other NICs, textile and clothing exports 
are relatively insignificant. 

More surprising is the fact that ma- 
chinery and transport equipment now is the 
leading export sector for three of the four 
East Asian NICs, the exception being Hong 
Kong. It accounts for one-fifth to two- 
fifths of all their exports. Among the Latin 
American nations, Mexico and Brazil also 
were prominent exporters of machinery 
and transport equipment in 1986, at 18 and 
15 percent, respectively, while Argentina’s 
external sales in this sector were quite lim- 
ited, at 6 percent. 

The East Asian NICs thus show a con- 
siderable degree of export diversity, en- 
compassing capital-intensive as well as 
traditional manufacturing industries. The 
Latin American NICs, on the other hand, 
retain a strong commitment to primary 
commodity exports, although manufac- 
tured exports are becoming increasingly 
significant. 

It is important to note that despite the 
tremendous strides made by the NICs in 
expanding their export activities, the heart 
of the global manufacturing system re- 
mains centered in the more developed 
countries. Taiwan, the largest exporter of 
manufactured goods among the NICs, ex- 
ports half what the Netherlands does and 
just one-third of France’s total. In 1986 
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TABLE 1 
EXPORTS BY THE LATIN AMERICAN AND EAST ASIAN NICs, 1986 








Percentage Share of Exports 
Country Exports Primary Textiles and Machinery and Other 
(US$ billions) commodities clothing transport manufactures 
equipment 
Talwan 39.8 9 18 29 44 
Hong Kong 35.4 8 35 21 36 
South Korea 347 9 25 33 33 
Singapore 22.5 33 5 38 25 
Brazil 22.4 60 3 15 23 
Mexico 162 70 2 18 10 
Argentina 6.9 77 2 6 14 


SOURCE World Bank, World Development Report 1988 (New York: Oxford University Press, 


1988), tabs. 11 and 12 


NOTE: Percentages may not add up to 100 percent due to rounding error. 


Hong Kong exported less than Switzer- 
land, and South Korea’s overseas sales 
were only half of Belgium’s. The exports 
of the four East Asian NICs combined were 
just over one-half—54 percent—of West 
Germany’s total.” 

The favored market for the world’s top 
exporters of manufactured goods is, by far, 
the United States. This pattern is especially 
pronounced for the NICs. The American 
market has been the main destination for 
the NICs’ overseas sales since the onset of 
their export-promotion efforts in the 1960s. 
Furthermore, the importance of the U.S. 
market for the NICs has been increasing 
over time." Nonetheless, the degree of ex- 
port reliance on the U.S. market varied 
considerably among the NICs in the mid- 
1980s. Mexico’s dependence on the Amer- 
icar market was the greatest, at 60 percent, 


18 Ybid., tab. 11. 

19. The only exceptions are Argentina, whose 
primary export ties have been with the Soviet Union, 
in wheat, and with Italy, in leather, and Singapore, 
which relied most heavily on exports to Malaysia in 
the late 1960s and 1970s. 


followed by Taiwan, at 50 percent; South 
Korea, 40 percent; Hong Kong and Brazil, 
30 percent; Singapore, 20 percent; and Ar- 
gentina, 10 percent.” The second leading 
export market for most of the NICs today 
is Japan, which is under increasing pres- 
sure to have a more balanced trading rela- 
tionship with the rest of the world. 

The predominance of the United States 
and, to a lesser degree, the other industrial 
market economies as the main export mar- 
kets for the NICs is not surprising in eco- 
nomic terms. But the willingness and abil- 
ity of the United States to continue to fuel 
the NICs’ export growth in the future is 
very questionable. The United States had a 
world-record trade deficit of $170 billion 
in 1986. With the exception of West Ger- 
many, most of the other West European 
nations are running trade deficits as well. 

The political pressures for protection- 
ism in the developed countries are well 


20. These rounded figures come from United Na- 
tions, 19&6 International Trade Statistics Yearbook 
(New York: United Nations, 1988), vol. 1. 
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documented and likely to grow as the ad- 
vanced industrial nations seek to improve 
their trade balances by reducing imports 
and expanding their own exports. How the 
NICs respond to this challenge rests to a 
large degree on their ability to diversify 
their export markets, both geographically 
and through product specialization. It is to 
this latter set of issues that we now turn. 


NEW PATTERNS OF 
EXPORT SPECIALIZATION 


The global manufacturing system that 
has emerged in the last two decades and the 
related expansion in export activity by the 
NICs has led to increasingly complex prod- 
uct networks and an unprecedented degree 
of geographical specialization. The inter- 
national division of labor has evolved be- 
yond the old pattem by which developing 
nations exported primary commodities to 
the industrialized countries in exchange for 
manufactured goods. Today, as we have 
seen, developing countries like the East 
Asian NICs are among the world’s most 
successful exporters of manufactured 
products. Furthermore, the NICs have di- 
versified from traditional labor-intensive 
exports, such as textiles, or those based on 
natural resources—such as plywood, 
leather, paper, and basic petrochemicals — 
to more complex capital- and skill-intensive 
exports like machinery, transport equip- 
ment, and computers. 

While the diversification of the NICs’ 
exports toward nontraditional manufac- 
tured goods is now a clear trend, less well 
recognized is the tendency of the NICs to 
develop higher levels of specialization in 
their export profiles. This is an extremely 
important phenomenon because it begins 
to challenge several of our standard as- 
sumptions about development. The NICs 
within a given region, such as East Asia or 


THE ANNALS OF THE AMERICAN ACADEMY 


Latin America, are becoming increasingly 
differentiated from one another as each 
nation is establishing specialized export 
niches within the world economy. In addi- 
tion, countries are no longer specializing 
just in certain manufacturing industries but 
also in different stages of production 
within a single industry. Export networks 
thus are replacing the nation-state as the 
key unit of analysis in the contemporary 
global manufacturing system. 

Although industry comparisons allow 
us to identify broad patterns of export di- 
versification, we need more detailed infor- 
mation on individual products to discern 
new forms of export specialization in the 
NICs.” In the Latin American NICs, which 
have a very diverse range of exports, this 
specialization extends to primary products 
as well as manufactured goods, while in the 
East Asian NICs the focus is almost exclu- 
sively on the latter. Acommon theme, how- 
ever, is that important differences in na- 
tional export profiles characterize the NICs 
within both regions. 

Primary products continued to be im- 
portant foreign-exchange earners in all 
three Latin American NICs in 1987. In 
Argentina two products, leather and meat, 
accounted for nearly one-third of its ex- 
ports to the United States. Crude oil was 
Mexico’s leading export item throughout 
the 1980s, but its share of Mexico’s total 
U.S. exports declined from one-half in 
1980 to one-sixth in 1987. Brazil was more 
heterogeneous; petroleum products, fruits 
and nuts, coffee, and cocoa were four of the 
top five U.S. export items in 1987, consti- 
tuting over one-quarter of the total. Obvi- 
ously, these diverse commodities tied the 


21. The product data are usually at the three-digit 
level of commodity classification and come from U.S. 
Department of Commerce, Foreign Trade Highhghts 
(Washington, DC: Bureau of the Census, various 
years). 
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Latin American NICs to world markets in 
quite different ways. 

These national contrasts are elaborated 
further when we turn to the manufactured 
exports of the Latin American NICs. Foot- 
wear was Brazil’s leading export item to 
the United States from 1984 to 1987, sur- 
passing $970 million — 12 percent of total 
exports—in the latter year. The biggest 
complex of manufactured exports from 
Brazil, however, is connected with the au- 
tomotive industry — engines, auto parts, 
cars, and trucks — which generated over $1 
billion in exports. The jump in exports of 
passenger motor vehicles to the United 
States was particularly dramatic: from $1.2 
million in 1986 to over $250 million in 
1987. 

The automotive complex is even more 
significant in Mexico’s exports to the 
United States. Passenger-motor-vehicle 
exports increased tenfold from $111 mil- 
lion in 1985 to $1.2 billion in 1987. 
Mexico’s engine exports were valued at 
$880 million and its auto parts at $660 
million. Television and radio receivers 
were another major export item, valued at 
over $1.2 billion in 1987. Argentina’s 
major manufactured exports included or- 
ganic chemicals, and iron, steel, and alumi- 
num products. ' 

Unlike the Latin American NICs, whose 
manufactured exports encompass a wide 
range of intermediate goods and industrial 
components, the East Asian NICs stand out 
as the most successful Third World export- 
ers of finished consumer goods to the 
United States.” There are both common- 
alities throughout the region and quite 
striking patterns of specialization. Hong 
Kong’s specialty items are clothes — outer- 

22. Donald B. Keesing, “Linking up to Distant 
Markets: South to North Exports of Manufactured 


Consumer Goods,” American Economic Review, 
73(2):338-42 (May 1983). 
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wear, underwear, and sweaters — toys, 
watches, and clocks. Over one-fifth of 
Hong Kong’s exports go to the People’s 
Republic of China, so Hong Kong is an 
important conduit for consumer goods that 
make their way into China as well as the 
United States. 

In Taiwan and South Korea, footwear 
has been the top export item throughout 
most of the 1980s. Taiwan’s footwear ex- 
ports to the United States totaled $2.6 bil- 
lion in 1987, while South Korea’s were 
$1.8 billion.” The number-two export item 
for most of the past decade in both coun- 
tries has been baby carriages and toys.” 
This category accounted for $2 billion of 
Taiwan’s exports and $1 billion of South 
Korea’s exports to the United States in 
1987. As with Hong Kong, apparel is also 
a major export item for both Taiwan and 
South Korea. 

Taiwan has specialized in several ex- 
ports that are not found in the other East 
Asian NICs, such as furniture and parts, 
with a total value of $1.4 billion in 1987; 
rubber and plastic articles, at $1 billion; 
and luggage and handbags, at $600 million. 
Taiwan also leads the NICs in the export of 
telecommunications equipment, totaling 
$1.3 billion, and automatic data-process- 
ing machinery, totaling $1.1 billion, and is 


23. Hong Kong, quite surprisingly, has virtually 
no footwear exports to the United States despite its 
high profile in other traditional manufactured exports 
like apparel and textiles. Footwear exports to the 
American market are highly specialized among sev- 
eral of the other NICs, however. For example, South 
Korea’s major footwear export is leather athletic 
shoes, Taiwan is the primary supplier of vinyl, plastic, 
and rubber footwear, while Brazil concentrates on 
leather shoes for women and on leather sandals. 

24. These exports also are specialized by country. 
Taiwan ıs the leading U.S. supplier of baby carriages, 
strollers, end stuffed dolls. South Korea sends the 
largest quantity of stuffed animals, while Hong Kong 
is the majcr exporter of toys having an electric motor. 
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second only to Singapore in parts for office 
machines, at $700 million. 

South Korea, like Brazil and Mexico, 
has dramatically expanded its exports of 
passenger motor vehicles to the United 
States in the past two years. These exports 
skyrocketed from only $6 million in 1985 
to $850 million in 1986 and $2.2 billion in 
1987, making passenger motor vehicles 
South Korea’s largest export item and plac- 
ing the country considerably above even 
the Latin American NICs in this category. 
South Korea is also a leading exporter of 
televisions and phonographs, including TV 
receivers, at $1 billion; electronic compo- 
nents, at $800 million; telecommunica- 
tions equipment, $700 million; and auto- 
matic data-processing machinery, $600 
million. 

Singapore, like South Korea and Tai- 
wan, has a well-developed machinery- 
export profile, but it is much weaker in 
clothing exports and has no automotive 
industry at all. Office-machine parts were 
the major export item to the United States 
in 1987, totaling $1.8 billion, followed by 
electronic components, $800 million; 
radio and TV receivers, $400 million; au- 
tomatic data-processing machinery, $375 
million; and telecommunications equip- 
ment, $340 million. 


THE NICs IN A CHANGING 
WORLD ECONOMY 


What conclusions are we to draw from 
this discussion of development strategies 
and the specialized export profiles that 
characterize the Latin American and East 
Asian NICs in the 1980s? First, although 
there are still some obvious cross-regional 
differences in the development strategies 
and patterns of export diversification of the 
NICs in Latin America and East Asia, a 
strong case can be made for increasing 
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heterogeneity in the export profiles of the 
NICs within each region. Taiwan and 
South Korea, for example, occupy quite 
distinct export niches in the world econ- 
omy today, as do Brazil and Mexico, to 
take two of the more similar cases in each 
region. This should lead us to be cautious 
about generalizations based on the as- 
sumption that there are homogeneous 
Latin American or East Asian development 
models. 

Second, this trend toward product spe- 
cialization is part of the overarching pro- 
cess of the globalization of production, 
which is establishing integrated manufac- 
turing and export networks that tie coun- 
tries together in new ways using a variety 
of industrial agents. The semiconductor in- 
dustry is an excellent example of the twin 
processes of specialization and integration 
in East Asia.” Although Japan is the dom- 
inant producer in the region, three of the 
four East Asian NICs have established spe- 
cial roles for themselves in the industry. 
South Korea has decided to focus almost 
exclusively on the mass production of 
powerful memory chips. These chips con- 
stitute the largest single segment of the 
semiconductor industry, whose breakneck 
growth has been fueled by the increasing 
number of consumer products to go digital. 
The heavy investment in chip facilities that 
began in 1983 is dominated by Korea’s 
giant industrial conglomerates (chaebols). 

Taiwan, on the other hand, is using 
brains instead of brawn. Rather than aim- 
ing at products like memories, Taiwan has 
targeted the highest-value-added segment 
of the market: tailor-made so-called de- 
signer chips that carry out special tasks, 
such as synthesizing speech or animal 
sounds for toys, or that are used in video 

25 See “Sizzling Hot Chips: Asia Is the Source of the 


Semiconductor Industry’s Spectacular Growth,” Far 
Eastern Economic Review, 18 Aug. 1988, pp. 80-86. 
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games. Taiwan now has 40 chip-design 
houses that specialize in finding export 
niches and then developing products for 
them. This strength in design comes from 
the popularity of electronics engineering in 
Taiwan, which has allowed a number of 
traditional Taiwanese companies to follow 
the government’s lead and plunge into 
semiconductors. 

Singapore’s electronics industry, which 
has been a mainstay of the country’s econ- 
omy for two decades, has moved from an 
emphasis on the assembly and testing of 
semiconductors, a labor-intensive process 
dominated by multinational corporations, 
to the higher-value-added stage of semi- 
conductor design and fabricdtion. Silicon- 
wafer fabrication is oriented mainly toward 
use in Singapore’s domestically produced 
telecommunications and data~-communica- 
tions devices. The microelectronics indus- 
try in Hong Kong has lagged behind that of 
the other East Asian NICs because the in- 
dustry has not been able to count on the sort 
of state support that has been effective in 
Taiwan, Singapore, and South Korea.” 

A third implication of these patterns in 
global production and tgadg is that the ex- 
port profiles of the NICs are shaped by very 
different kinds of industrial structures, 
which in turn reflect distinctive social and 
political dynamics in each of these socie- 
ties. There are striking national variations 
in the character of the leading enterprises 
in the Latin American and East Asian NICs. 

Multinational corporations and state en- 
terprises have been the major industrial 
actors in the Latin American NICs since the 
1950s. Foreign firms were central to the 


26. For a detailed analysis of the role of the state 
in recent East Asian industrialization, see Robert 
Wade, “Industrial Policy in East Asta— Does It Lead 
or Follow the Market?” in Manufactured Miracles, ed. 
Gereffi and Wyman. 
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development of the second-stage ISI indus- 
tries— motor vehicles, machinery, tires, 
rubber, chemicals, and so on — while state 
enterprises concentrated their activities in 
the natural-resource industries, such as oil 
and minerals, the transportation and com- 
munications fields, and steel production. 
Local private capital is quite diversified but 
generally tends to be a junior partner in the 
most dynamic industries of these countries, 

In the East Asian NICs, on the other 
hand, local private firms are the main in- 
dustrial actors. The one exception is Singa- 
pore, where multinational companies have 
been paramount. There are important 
variations in the private sector’s role in 
each of the other three East Asian nations, 
however. 

Taiwan and Hong Kong have based 
their export growth on the performance of 
small and medium-sized firms, which are 
usually family owned. Nonetheless, state 
enterprises also are prominent among the 
largest firms in Taiwan, especially in heavy 
industries like steel and petrochemicals. 

South Korea’s industrial structure, on 
the other hand, is dominated by giant, pri- 
vately owned chaebol groups. The biggest 
Korean conglomerate, Samsung, had a 
sales total of $21.1 billion for 1987, which 
is over one-third larger than the sales of all 
of Taiwan’s top 10 companies combined. 
Korea’s top 10 companies—as measured 
by sales —are four times larger than the 10 
biggest firms in Mexico and nearly two 
times larger than Brazil’s 10 leading enter- 
prises.” 

These differences in national industrial 
structures have profound implications for 
industrial policy and future paths of inter- 
nationalization in the Latin American and 

27. See Gary Gereffi, “Industrial Structure and 
Development Strategies in Latin America and East 


Asia,” in Manufactured Miracles, ed. Gereffi and 
Wyman. 
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East Asian NICs. In South Korea, the 
chaebols constitute a homogeneous and 
very nationalistic big-business class that is 
available to carry out the government’s 
objectives in terms of domestic and over- 
seas investments, and external trade. Their 
large size has permitted South Korea to 
embark on an aggressive program of for- 
eign investment, as in automobiles, as well 
as extensive local research and develop- 
ment in high-tech industries, such as com- 
puters and electronics, to help maintain 
Korea’s leading international role in these 
industries. 

In Taiwan, because of the decentralized 
pattern of industrialization and a low level 
of firm concentration, the state has been 
less able to implement a coordinated strat- 
egy of outward growth. Most of Taiwan’s 
manufactured exports, like those from 
Hong Kong, have resulted from interna- 
tional subcontracting arrangements be- 
tween foreign buyers and local firms. This 
means that these countries are more vulner- 
able to dislocations in their export activi- 
ties if foreign buyers shift their orders to 
nations with lower wages or if the devel- 
oped countries impose protectionist barri- 
ers to their exports. For this reason, Taiwan 
and Hong Kong have concentrated on cre- 
ating new export niches in changing indus- 
tries rather than on using South Korea’s 
vertical integration strategy to supply dis- 
tant markets. 

The central role of multinational corpo- 
rations in the Latin American NICs poses 
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serious potential constraints on the formu- 
lation of national industrial policy, since 
foreign firms operate with a global rather 
than a domestic frame of reference. Mex- 
ico and Brazil have enjoyed some success, 
however, in getting multinational compa- 
nies to use their global strategies to na- 
tional advantage. This is most evident in 
the automotive industry, where Mexico 
and Brazil have become main suppliers of 
auto parts and motor vehicles to the United 
States and even Europe on the basis of 
American as well as Japanese investments. 

This view of the NICs in the context of 
an interdependent, interacting, global man- 
ufacturing system raises new questions 
about their future development. National 
development strategies are oriented now to 
moving up the industrial ladder by captur- 
ing rapidly shifting advantages in high- 
value-added, skill-intensive manufactur- 
ing industries. The application of modern 
technologies and the creation of stable ex- 
port networks is an important part of this 
process. 

The NICs are not all cut from the same 
cloth, however. There are important differ- 
ences within as well as between the Latin 
American and East Asian nations. If a key 
feature of successful NICs today is their 
ability to adapt rapidly and effectively to 
changing conditions in the world economy, 
then we should expect to find a variety of 
appropriate strategies as countries rely on 
their domestic resources and local institu- 
tions to meet this challenge. 
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ABSTRACT: The economies of the Pacific Basin have been much more 
successful than those in other areas during the 1980s. Economic growth in the 
Pacific has been high and inflation has been well contained. Five factors seem 
to be most important in explaining this success. First, these economies have 
managed to form a consensus to promote growth rather than other societal goals. 
Second, the people work very hard. Third, they save and invest an unusually 
large share of their current incomes. Fourth, they implement market-conforming 
economic policies that are particularly outward looking. Finally, these econo- 
mies benefit from a regional factor that comes from being surrounded by other 
successful countries. Leadership in the Pacific Basin has been supplied only by 
the United States; however, Japan has taken on a more prominent role in recent 
years and may become dominant in the future. 
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HE variance in economic performance 
between different areas of the world 
in the 1980s is remarkable, as shown in 
Table 1. Observers of Latin America refer 
to this decade as one of crisis from begin- 
ning to end. The economic situation of 
most African countries deteriorated from 
an already minimal standard of living. 
While there was stirring in Europe toward 
the end of the 1980s, most of the decade 
was characterized by stagnation and high 
unemployment, above 10 percent. By way 
of contrast, some economic progress was 
made in North America, albeit at the cost 
of creating a structural economic problem 
in the United States. Most striking of all, 
however, was the rapid economic advance 
made by the developing countries in the 
Pacific Basin, defined here as the 14 econ- 
omies that participate in the Pacific Eco- 
nomic Cooperation Conference. 

The economic achievement of the Pa- 
cific Basin is shown in Table 2. The picture 
that emerges is one of continuing economic 
prosperity during the 1980s. The 1980s in 
fact compare very favorably to the eco- 
nomic progress made in the previous two 
decades. Inflation rates have tended to be 
lower than in the 1970s, and economic 
growth of the newly industrializing econo- 
mies has been at a peak level. The Pacific 
Basin has not been immune to the distur- 
bances affecting the world economy, how- 
ever, so that every country in the region has 
suffered from some sort of slowdown or 
recession at some point during the 1980s. 
Nevertheless, these economies recovered 
from the second oil shock and its after- 
math, and they resumed rapid growth. 

What accounts for this success com- 
pared to that of countries in other regions? 
First should be noted a few factors that 
were not responsible. The decline of raw- 
material prices — the so-called terms of trade 
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shock — that inhibited natural-resource ex- 
porters in Latin America and Africa also 
afflicted the natural-resource exporters of 
the Association of Southeast Asian Na- 
tions, yet these countries performed much 
better. Also Korea, the Philippines, and 
Indonesia were major debtor countries at 
the start of the decade, but only in the case 
of the Philippines is external debt seen as a 
serious constraint on growth, and then only 
along with other, more important prob- 
lems. The differences in economic perfor- 
mance must be found elsewhere, that is, not 
in the external environment, although the 
external environment was at Icast benign 
in the Pacific. 

The answer to why the economic per- 
formance of the Pacific Basin has been 
better can be attributed to factors internal 
to each country and to the intense eco- 
nomic interaction between countries in the 
Pacific. One factor of great importance is 
the societal commitment to growth in each 
country. This means that it was possible to 
form a political consensus to make short- 
run sacrifices to promote long-term 
growth. This has permitted these countries 
to react faster to external shocks than other 
countries. A second factor was the willing- 
ness of people to work hard. While the 
number of working hours in a typical week, 
the number of holidays per year, and the 
like differ greatly from country to country, 
in gencral, the people in the Pacific work 
longer and possibly more intensively than 
people elsewhere. 

High savings rates and high domestic 
investment rates found in Pacific Basin 
countrics constitute a third factor helping 
to explain their success. Fourth, govern- 
ments in the region tended to implement 
market-conforming economic policies. 
One strong characteristic of these policies 
has been thcir outward orientation, made 


CHANGES IN THE INTERNATIONAL SYSTEM 


TABLE 1 


ECONOMIC PERFORMANCE AROUND THE WORLD 
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Percentage Change in Real Gross Domestic Product 











Industrial countries 


Developing countries 
Exporters of manufactures 
Highly indebted countries 
Sub-Saharan Africa 


1973-80 1980-87 
21 1.9 
3.2 1.8 
4.0 46 
2.9 ~1.3 
0.5 -2.9 


SOURCE: Word Bank, World Development Report 1988 (Washington, DC’ World Bank, 1988), 


p. 2. 


TABLE 2 


ECONOMIC PERFORMANCE IN THE PACIFIC BASIN DURING THE 198038 


Growth Rate of Real Gross Domestic Product 

















1981-85 1986 1987 1988e* 
Newly industrializing countries 
Hong Kong 5.8 11.8 13.5 7.4 
Korea 76 11.7 111 110 
Singapore 6.5 1.8 8.8 10.9 
Taiwan 6.2 106 124 7.4 
China 9.3 7.9 10.1 
Association of Southeast Asian 
Nations (minus Singapore) 
Indonesia 3.5 4.0 3.6 4.7 
Malaysia 55 1.2 4.7 7.9 
Philippines -0.5 11 5.9 6.6 
Thailand 5.6 3.4 10.4 11.0 
Industrialized countries 
Australia 3.0 20 41 4.0 
Japan 2.3 2.4 38 5.2 
New Zealand 3.2 1.0 1.9 -23 
United States 2.4 3.3 3.5 38 
Percentage Change in Consumer Prices 
1985 1986 1987 1988e* 
Newly industrializing countries 
Hong Kong 3.2 2.8 5.5 7.5 
Korea 2.5 2.8 30 71 
Singapore 0.5 -14 0.5 1.6 
Talwan -0.2 0.7 0.6 1. ee 
China 60 88 6.0 aS ig | 
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TABLE 2 continued 
Percentage Change in Consumer Prees 
1985 1986 1987 1988e* 
Association of Southeast Aslan 
Nations (minus Singapore) 
Indonesia 4.7 5.9 9.3 8.9 
Malaysia 0.3 07 1.1 3.5 
Philippines 23.1 0.8 3.8 8.8 
Thailand 2.4 1.8 2.5 3.8 
Industrialized countries 
Australia 8.7 9.1 8.5 72 
Japan 2.0 -0.2 14 0.5 
New Zealand 13.0 183 90 13.4 
United States 3.5 1.5 3.6 41 


SOURCES: Official national income data; U.S. Natonal Committee for Pacific Economic Coop- 
eration, Pacific Economic Outlook, 1989-1990 (San Francisco. U.S. National Committee for Pacific 


Economic Cooperation, 1989). 
*The figures for 1988 are estimates. 


possible by the benign external environ- 
ment. Finally, there is something that could 
be called a regional effect, that is, an intan- 
gible bonus that comes from being sur- 
rounded by other successful countries. The 
remainder of this article is devoted to an 
elaboration of some of these factors. 


SAVINGS AND INVESTMENT 
BEHAVIOR 


Economists interested in development 
have long moved away from models and 
theories that explain growth only on the 
basis of rates of capital investment. 
Clearly, many factors are important to the 
complex social phenomenon that results in 
economic advance. Furthermore, huge 
amounts of capital investment can and 
have been wasted in countries where capi- 
tal markets were distorted or where politics 
dictated the allocation of new investment. 
Indeed, in such economies large invest- 
ment shares did not lead to rapid growth. 
Nevertheless, investment does matter, and 


particularly that investment financed by 
domestic savings. 

Some evidence of savings and invest- 
ment behavior of Pacific countries is 
shown in Table 3. Category averages have 
been included to aid comparisons; catego- 
ries are those used by the World Bank. An 
interesting difference can be noted be- 
tween the share of gross savings in gross 
domestic product in 1965 and in 1986. In 
1965, four of the nine developing countries 
in the region had savings rates below the 
average of their category, one was the 
same, and only four were higher. By 1986, 
however, seven of the nine countries were 
above average and generally substantially 
above the average of the category. The only 
two exceptions in 1986 were Hong Kong 
and the Philippines, which was subject to 
political disruption, but subsequently the 
savings rate there has risen along with eco- 
nomic recovery. 

It is not patently obvious why high do- 
mestic savings should be so growth pro- 
moting. Of course, investment requires 
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TABLE 3 
GROSS DOMESTIC INVESTMENT AND GROSS DOMESTIC 
SAVINGS AS A PERCENTAGE OF GROSS DOMESTIC PRODUCT 

















Category and Country Gross Domestic Gross Domestic 
Investment Savings 
1965 1986 1965 1986 
Low-income economies 20 29 17 25 
China 25 39 25 36 
Lower-middle-income 
economies 17 18 16 17 
Indonesia 8 26 8 24 
Philippines 21 13 21 19 
Thailand 20 21 19 25 
Upper-middieincome 
economies 23 24 23 26 
Hong Kong 36 23 29 27 
Korea (ROK) 15 29 8 35 
Malaysia 20 25 24 32 
Singapore 22 40 10 40 
Taiwan 23 17 20 38 
Industrial market 
economies 23 21 23 21 
Australia 28 22 26 21 
Canada 26 21 26 22 
Japan 32 28 33 32 
New Zealand 28 23 26 24 
United States 20 18 21 15 


SOURCE. World Bank, World Development Report 1988, pp. 230-31. 


savings, but they need not be domestic 
savings. Domestic investment can be fi- 
nanced from abroad through foreign aid, 
borrowing, and foreign direct investment 
(FDI). Indeed, since the essence of indus- 
trial growth of developing countries in- 
volves increasing technological sophisti- 
cation, and since FDI usually brings tech- 
nology transfers from abroad, FDI could 
well be more growth promoting than an 
equivalent amount of investment financed 
by domestic sources. Nevertheless, the les- 
son that can be drawn from the experience 
of the Pacific Basin is that domestic sav- 
ings capacity is crucial. 


The main reason why domestic savings 
are so important is that they permit a high 
level of domestic investment without in- 
curring foreign debt. As the Latin Ameri- 
can experience demonstrates, foreign debt 
can turn out to be much more difficult to 
service than was anticipated at the time it 
was undertaken. Even concessional for- 
eign borrowing can be burdensome if, as in 
the case of Indonesia, it is denominated in 
a currency, such as the yen, that is appreci- 
ating and the country’s exports are priced 
in a depreciating currency. The gain from 
financing domestic investment from do- 
mestic savings may also arise in part from 
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the automatic containment of inflation if 
consumption is self-constrained. In any 
event, the savings rate did rise rapidly in 
the developing countries of the Pacific 


Basin and economic growth did accelerate. 


If domestic savings are crucial for 
growth, can the domestic savings rate be a 
direct target of government policy? It is 
sometimes argued in the United States that 
it cannot be manipulated directly, although 
macroeconomic management, the struc- 
ture of taxes, and the like are believed to 
influence it. In most countries in the Pacific 
Basin, the savings rate has been an explicit 
target of policy. For example, Singapore 
has devised an elaborate Central Providen- 
tial Fund to force a high rate of personal 
savings as part of a program to raise na- 
tional savings. Japanese policy in earlier 
periods was aimed at suppressing domestic 
consumption to promote higher savings. 
Other examples could be cited. While 
cause and effect are difficult to document, 
comprehensive government programs to 
raise national savings rates and the 
achievement of that result are positively 
correlated. 

As also seen in Table 3, the Pacific 
Basin economies with few exceptions dis- 
play high investment shares compared to 
category averages. The advantage of high 
investment shares needs no elaboration. It 
may well be, however, that high invest- 
ment and high savings come out of a joint 
decision process by domestic entrepre- 
neurs and that it is the action of these 
entrepreneurs that helps explain economic 
success. 


OUTWARD-ORIENTED POLICY 


The outward orientation of the policy of 
the economies of the Pacific Basin is 
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widely recognized, and some observers at- 
tribute a major share of their success to this 
factor. While only a subjective determina- 
tion is possible, it may well be that its 
importance as usually analyzed is exagger- 
ated but that, when seen in its full dimen- 
sion, it is not fully appreciated. 

Outward orientation is usually charac- 
terized by a country’s policy toward inter- 
national trade and FDI. It is certain that 
almost every developing economy in the 
region—and that now includes China— 
considered itself too small to develop in a 
closed market, and therefore expanding in- 
dustrial production and exporting indus- 
trial products went hand in hand. For ex- 
ample, Korea could never capture econo- 
mies of scale by producing manufactures 
only for the domestic market. Hence export 
promotion was at the very heart of indus- 
trial policy in these countries. This does not 
mean, however, that they endorsed or prac- 
ticed free trade themselves, even though 
they advocated it for their trading partners. 
Rather, they instituted mercantilist poli- 
cies, that is, they limited imports while 
promoting exports. This was the Japanese 
plan for development, which was seen as a 
successful model to emulate. 

All of the developing countries in the 
region, with one exception, practiced im- 
port substitution (IS). The policy was based 
on the usual infant-industry argument. One 
consequence of IS is the nurturing and 
training of domestic entrepreneurs and per- 
mitting them to amass some risk capital. 
The exception, of course, was Hong Kong, 
which did not restrict imports; this is the 
exception that proves the rule. The origin 
of Hong Kong’s entrepreneurs was Shang- 
hai and Canton. The training and the 
amassing of capital that they needed were 
provided by China’s trade restrictions be- 
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fore they departed. Hence Hong Kong re- 
ceived the benefits of an IS policy without 
having to implement it. 

Nevertheless, the practice of IS in the 
Pacific Basin has been different from that 
in other regions. Even at its peak, it was 
never as extreme as elsewhere. In some 
places, such as Malaysia and Singapore, it 
was very mild indeed. Furthermore, it 
seems to have ended sooner in the process 
of development. Nevertheless, it still per- 
sists, and rather restrictive import regimes 
are still found in Indonesia, the Philippines, 
and, until quite recently, Korea. The major 
point of difference, however, was the focus 
in the region on promoting exports rather 
than restricting imports per se. Thus gener- 
ous exceptions from import barriers were 
permitted when their existence directly 
threatened exports. 

Policies toward FDI have differed greatly 
between the countries in the region. During 
its period of rapid industrial growth, Japan 
made it very difficult for foreign firms to 
undertake equity investments. Korea emu- 
lated Japanese policy, but not so vigorously. 
By way of contrast, Hong Kong never made 
a distinction between domestic investment 
and FDI, and Singapore has actively en- 
couraged investment by multinational cor- 
porations (MNCs). During the latter 1980s, 
FDI has been particularly important in the 
rapid growth of Thailand and, to a lesser 
extent, Malaysia. This would not have been 
possible if restrictive policies had been in 
place. Ironically, the goal of policy in coun- 
tries that promoted FDI, such as Singapore, 
was not much different from that in Korea, 
which closely regulated it. In both cases, 
the purpose was to promote exports. Since 
the Singapore market was too small to be 
of much interest to MNCs, if they invested 
in Singapore, it must have only been for the 
purpose of exporting most of the output. Sim- 
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ilarly, Korea regulated FDI for the purpose of 
ensuring that a major component of output 
would be exported directly or indirectly. 

The same variance in policy is seen with 
respect to other kinds of international cap- 
ital flows. For example, Hong Kong freely 
permits capital flows in and out of the 
territory, while Korea still does not permit 
foreigners to make portfolio investments 
directly into its stock market or buy real 
estate. In general, it can be said that current- 
account items — goods and services — have 
been treated more liberally than capital- 
account items throughout the region. 

An important point to recognize, how- 
ever, is that outward orientation goes be- 
yond policies dealing with trade and for- 
eign investment. The economies in this 
region give constant attention to more suc- 
cessful countries for the purpose of learn- 
ing from their experience. This has been 
described as the “flying-goose” pattern of 
development, in which followers mimic 
the leaders and try to catch up to them. The 
search is for a successful pattern that then 
can be adapted for domestic use. Both the 
copying and the adapting are important in 
this process. It is this larger sense of out- 
ward orientation that is not frequently ap- 
preciated and that provides the regional 
bonus of being located in a group of suc- 
cessful countries. 


DIRECT PARTICIPATION 
OF GOVERNMENTS 


The participation of governments in the 
process of economic development in the 
region is sometimes misunderstood. The 
difficulty occurs because a distinction is 
not drawn between market-distorting ac- 
tivities of government and the intrusive- 
ness of government in general. It is true that 
there is much less market-distorting activ- 
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ity in this region, but this should not be 
interpreted as the practice of laissez-faire, 
except in Hong Kong. Singapore is a per- 
fect illustration of the point. The govern- 
ment of Singapore does not distort mar- 
kets, but it is very intrusive in running the 
economy. The purpose of this government 
activity is not to replace the market but to 
make the market work better and faster. An 
expression of this in the United States 
would be an active and intrusive antitrust 
policy. 

Governments in the Pacific Basin do 
many things to guide the market, and if 
successful, without distorting it. A major 
area of government participation has been 
as an entrepreneur in state-owned enter- 
prises (SOEs). Generally, the rationale has 
been that the capital requirement and/or the 
risk is too great for private entrepreneurs, 
or simply that private enterprise did not 
choose to undertake the activity and gov- 
ernment has moved in to fill the vacuum. 
At different times SOEs have loomed very 
large in the economies of Korea, Malaysia, 
Singapore, and Taiwan. Recently, some 
privatization has occurred, and more is 
talked about. Privatization has advanced 
not because government activity was 
deemed to be illegitimate but rather be- 
cause, like the POSCO steel complex in 
Korea, it has achieved maturity, earned 
considerable profits, and no longer nceds 
government participation. 

Asecond major activity of governments 
in the region has been the promotion of 
science and technology in industry. Gov- 
emments have recognized the critical role 
of technology in industrial growth and 
have been prepared to give the market 
some encouragement to push the process 
along. Major efforts have been made in 
education. Indeed, once universal literacy 
was achieved, the mastering of technical 
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skills was given top priority. At first that 
meant sending students abroad to study. 
Subsequently, domestic facilities were cre- 
ated. Taiwan has been most active in this 
regard. Frequently, government labora- 
tories were created to promote scientific 
work and even to do contract research for 
business that the firm was incapable of 
doing itself. Government institutes have 
been formed to provide a clearinghouse for 
technical information for business. Korea 
has extensively utilized such organiza- 
tions. In Singapore many SOEs operate in 
advanced technical areas, and MNCs are 
encouraged to bring high technology to the 
country. Finally, practically all of the coun- 
tries give encouragement to research and 
development and to technical training 
through special tax provisions. 

Some governments in the region were 
even more involved in directing their econ- 
omies. In the 1970s, Korea’s development 
plans were used to direct private invest- 
ment decisions. The government provided 
subsidized loans to firms if they would 
follow the government’s suggestions. Fur- 
thermore, in Singapore and Korea the gov- 
emment became involved in wage setting 
for the economy. Another illustration of 
government involvement is in Malaysia, 
where the distribution of income and wealth 
has been a major target of policy. All of 
these cases depict activist governments. 

How much of the economic success of 
these countries can be attributed to activist 
policies is a matter of dispute. When they 
were successful, they did not distort mar- 
kets, but mistakes were made. In the later 
1970s, Singapore restricted wage growth 
too intensively and created a labor short- 
age. To correct the shortage, wages were 
pushed up too rapidly, which contributed 
toaloss of competitiveness. In Korea in the 
1970s, too much incentive was given for 
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investment in heavy and chemical indus- 
tries and as a result, overcapacity was cre- 
ated, losses were made by operating firms, 
and loans went into default. These mistakes 
were unusual, however. Most of the time 
the economies performed quite well and 
were assisted by policy measures. 

As economies grow larger, however, it 
becomes increasingly harder to design pol- 
icy that is intrusive, not market distorting, 
and helpful for growth. Larger economies 
are necessarily more complex. It becomes 
increasingly difficult for governments to 
have the information necessary for sound 
decisions. Allocative decisions are better 
made by private economic agents with di- 
rect interest in the outcomes and closer to 
markets. Hence there has been a move to- 
ward liberalization of government regula- 
tions, along with a pulling back of direct 
governmental economic involvement in 
recent years. 


THE ROLE OF THE 
UNITED STATES AND JAPAN 


The flying-goose pattern of develop- 
ment in the Pacific Basin requires a leader 
to point the way. For most of the postwar 
period, that position was clearly filled by 
the United States. It was the United States 
that provided the technology that was 
transferred to others. It was to American 
universities that students went to study sci- 
ence, engineering, and social science as 
well. It was U.S.-based MNCs that made 
direct investments in the region, which 
forged organic links not only back to the 
United States but also to third countries in 
the region. It was the U.S. government that 
provided direct aid—at times in large 
amounts — to other governments, such as to 
Japan, Korea, the Philippines, Taiwan, and 
Thailand. It was U.S. foundations that sup- 
ported training and research in and about 
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the region. It was the United States, 
through its support of international institu- 
tions such as the World Bank and the Gen- 
eral Agreement on Tariffs and Trade, that 
provided resources and an inviting external 
environment. 

Possibly the greatest contribution that 
the United States made to the success of 
countries in the region was through having 
an open market that absorbed huge vol- 
umes of imported manufactures, permit- 
ting the success of an export-led growth 
strategy. In addition, U.S. power was criti- 
cal in defining and stabilizing the political 
and security dimensions of the region. 

The apex of American relative eco- 
nomic power was reached rather early in 
the postwar period. As European countries 
recovered from the war, and Japan not only 
recovered but entered a period of unparal- 
leled economic acceleration, the relative 
position of the United States declined. The 
decline was speeded by U.S. involvement 
in Vietnam; however, in the 1970s, no other 
country was in position to challenge U.S. 
leadership. This changed in the 1980s as a 
result of U.S. policy choices and further 
acceleration of growth in the Pacific. 

In the 1980s the United States no longer 
is the richest industrial country. When mea- 
sured on a per capita basis in terms of 
international purchasing power — current 
exchange rates — the income level of Japan 
and several European countries has sur- 
passed that of the United States. The 
United States has begun to run a huge 
imbalance of trade, the value of imports 
becoming much greater than the value of 
exports. In order to finance this deficit, the 
United States annually has to borrow large 
amounts abroad. The cumulation of this 
borrowing has quickly turned the United 
States into the world’s largest debtor where 
previously it was the largest creditor. 
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The competitor for economic leader- 
ship in the Pacific Basin is Japan. Even in 
the 1960s, the Japanese model for develop- 
ment was being emulated in the region. 
Furthermore, Japan has long been the pri- 
mary market for natural-resource goods 
produced in the region, hence the strong 
link between Australia and Japan. More- 
over, Japanese firms rather early began to 
invest abroad for various purposes, relying 
upon the information channels of the gen- 
eral trading companies (sogo shosha). The 
Pacific Basin was the natural recipient of 
much of this investment. Recognizing its 
special role in the Pacific, Japan became 
the principal sponsor and force within the 
Asian Development Bank. 

By the 1980s, Japanese business firms 
had begun to be recognized as world lead- 
ers. Where earlier they were known to be 
particularly competitive in heavy indus- 
tries such as steel and shipbuilding, this 
competitiveness was explained in terms of 
greater capital investment. Now Japanese 
firms excel in high-technology industries. 
While the total size of the Japanese econ- 
omy is smaller than that of the European 
Community or the United States, its indus- 
trial organization is also more concen- 
trated. Hence the leading firms in Japan are 
at least the equal of those in other countries. 
It is Japanese management practices that 
are being studied intensively and being 
emulated everywhere. Since the apprecia- 
tion of the yen, Japanese MNCs have been 
making large investments throughout the 
region and particularly in the United 
States. In some places, such as Thailand, 
Japanese firms dominate the scene. In 
many industries and in many countries, the 
goose leading the flock is Japanese. 

With the shift in economic policy to- 
ward domestic-oriented growth in the late 
1980s, Japanese markets are being opened 
to the imports of manufactured goods, and 
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most of them are coming from Pacific 
Basin countries. Between 1985 and 1988, 
Japanese imports of manufactured goods 
increased by 80 percent, as measured in 
dollars. Korean exports have grown partic- 
ularly fast in this market. Some of these 
goods are produced by Japanese.FDI in 
several countries. Hence at the margin, 
Japan is already replacing the United 
States. 

It is in the financial area, however, that 
Japanese relative power is the greatest. As 
a result of high domestic savings rates 
combined with a high level of income, the 
potential for Japanese investment is un- 
matched. Japanese institutions such as 
banks and insurance companies that per- 
form the financial intermediary function 
have become so large as to dwarf their 
foreign competitors. 

During the 1980s, Japan has developed 
almost as large a balance-of-payments sur- 
plus as the United States has developed a 
deficit. This surplus has been invested pri- 
marily in U.S. securities but in other for- 
eign assets as well. Japan is clearly the 
largest source of foreign capital in the 
world. 

Until recently Japan has been reluctant 
to take a visible leadership position in the 
Pacific Basin, but that is beginning to 
change. Japan has recently become the 
largest giver of foreign aid. The Japanese 
have become more willing to offer their 
own ideas for the solution of regional or 
even world problems. For example, the 
Japanese put forth a plan to deal with the 
debt problem of the less developed coun- 
tries. Japan has also taken upon itself to 
become the spokesperson for the interest of 
Pacific countries in the annual summit 
meeting of industrial countries. Given 
Japan’s relative economic power, a further 
evolution in the direction of assuming lead- 
ership should be expected. 


CHANGES IN THE INTERNATIONAL SYSTEM 


FUTURE PROSPECTS 


Given uncertainties in all dimensions, 
true forecasting of major economic devel- 
opments is close to worthless. Neverthe- 
less, it is interesting to extrapolate existing 
trends to form a naive scenario of future 
prospects. Two trends will be assumed to 
continue: the relative economic success of 
the Pacific Basin and the rise of Japanese 
leadership. 

The examination of the forces promot- 
ing relative economic success in the Pacific 
Basin yields systemic explanations that 
need not be terminated. Their applicability 
could spread from one country to another 
in the region. Indeed, if the Pacific were 
believed to have discovered the key to eco- 
nomic success, then emulation might take 
place in other regions. What would this 
mean? There would be a resurgence of the 
classical virtues of saving and investing for 
the future. There would be a new reluc- 
tance by governments to distort markets. 
The importance of international trade 
would be enhanced. Activist governments 
would gear their policy toward export pro- 
motion. The consequence might well be the 
multiplication of large private enterprises 
with a global focus. 

The further enhancement of Japan’s 
economic leadership might mean that the 
modalities by which business is conducted 
in Japan would determine the nature of 
international regimes, just as the trade sys- 
tem of the 1950s and 1960s reflected the 
United States. The international trade of 
Japan is managed by a handful of large 
firms (keiretsu) in a cooperative and col- 
laborative relationship with the govern- 
ment, namely, with the Ministry of Interna- 
tional Trade and Industry. Other countries 
have found that they need similar business 
firms and relationships to compete and ne- 
gotiate with the Japanese. Hence a new era 
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of rapidly expanding but managed interna- 
tional trade might emerge. 

The financial strength of Japan must in 
time be reflected in the institutions and 
practices of the marketplace. International 
commerce, especially in the Pacific, will 
become increasingly dependent on Japa- 
nese financing. Japanese financial institu- 
tions have a natural advantage in obtaining 
access to yen. Thus the competitive posi- 
tion of Japanese institutions will be en- 
hanced by increasing the international role 
of the yen, and they can be expected to 
promote such usage. There is every reason 
to expect that they will be successful. In 
fact, there is a strong possibility that the 
world will accept the yen as its key cur- 
rency, replacing the dollar. Key-currency 
status is not determined by the issuer of a 
currency but by its foreign users. If traders 
and investors earn most of their income in 
yen and must make payment in yen, then 
the yen will become the unit of account, the 
transaction currency, and the choice for 
reserve accumulation. 

Nothing has been said in this article 
about Europe, and clearly the movement 
toward closer integration within the Euro- 
pean Community by 1992 is a major devel- 
opment. What if Europe is unwilling to 
accept the Pacific Century under Japanese 
leadership? After all, the major motivation 
for 1992 is to strengthen European compet- 
itiveness so as not to be dominated by the 
United States and Japan. Europe could 
react to the competitive challenge of the 
Pacific by turning inward and erecting bar- 
riers to the outside world. 

European exclusiveness, should it 
occur, would likely be met by some sort of 
regional development in the Pacific. Un- 
like earlier decades after World War II, 
when security concerns prevented an eco- 
nomic schism between nonsocialist coun- 
tries, the relaxation of tensions between the 
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military superpowers is likely to permit 
more diversity of economic relations. The 
fact that the world would split up into re- 
gional blocs does not mean that they would 
necessarily be aggressive toward one an- 
other. Indeed, there would be great eco- 
nomic and political incentive to avoid con- 
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flict. Nevertheless, there would be legal 
and practical distinctions between mem- 
bers and nonmembers. The Pacific bloc 
under Japanese leadership would be pros- 
perous and dynamic, and very attractive to 
many countries. 
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ABSTRACT: This article examines the principal reasons for the poor Latin 
American economic performance in contrast to Asian success in the last decade. 
These include an adverse international economy that discriminated against large 
debtors, a set of domestic distortions introduced by excess external debt, and a 
political incapacity to implement coherent and consistent adjustment policies, 
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NE of the salient aspects of the evo- 
lution of the world economy in the 
1980s is the dismal economic performance 
of Latin America and Africa. After positive 
expansion during all of the postwar period, 
the last decade represents a significant 
break. The distinction is even more pro- 
found when compared to the development 
of the Asian countries. Per capita growth 
rates from 1980 to 1988 in Asia averaged 
5.4 percent a year, for Africa, there was a 
decrease of 1.1 percent and for Latin Amer- 
ica a decline of 0.8 percent. The contrast to 
the 1970s is especially powerful for Latin 
America: a positive expansion of 3.1 per- 
cent, not much different from Asia’s 3.4 
percent, has given way to a decade of ab- 
solutely eroding living standards. Where 
not too long ago they were far ahead, Ar- 
gentina, Brazil, and Mexico now all have 
lower incomes per capita than the East 
Asian successes of Korea, Taiwan, Hong 
Kong, and Singapore.’ 

This new reality has provoked new 
thinking among economists concerned 
with development issues. The dominant 
thrust of this reevaluation has been to em- 
phasize the virtues of outward orientation 
and reliance on market signals. Latin 
American development is seen to be 
flawed by the dominance of an import sub- 
stitution mentality implemented by an in- 
terventionist state. As Angus Maddison has 
forcefully argued, 


The economic growth performance of Latin 
America since 1973 has been abysmal. . . . there 
has ... been a certain continuity in economic 
policy attitudes since the 1930’s, and the liberal 
international order which was created by OECD 
{Organization for Economic Cooperation and 


1. Calculated from International Monetary Fund, 
World Economic Outlook, 1988 (Washington, DC: 
International Monetary Fund, 1988). 
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Development] countries and has influenced pol- 
icy in Asia has left them virtually untouched.” 


The difficult Latin American adjust- 
ment to the external shocks of the 1970s is 
thus seen as symptomatic of deeper struc- 
tural defects. Asian countries, buffeted by 
terms of trade deterioration, made it; Latin 
America has only become mired in a con- 
tinuing debt problem whose solution con- 
tinues to defy the modest measures so far 
taken. In this view, domestic policy is key, 
and government intrusion the source of the 
Latin American slowdown. Deepak Lal’s 
central conclusion in The Poverty of “De- 
velopment Economics” is one that many 
now find attractive: “The most serious cur- 
rent distortions in many developing coun- 
tries are not those flowing from the inevi- 
table imperfections of market economy but 
the policy induced, and thus far from inev- 
itable, distortions created by irrational 
dirigisme.” ? 

In response to the East Asian success 
and Latin American failure, there has even 
been a resurrection of theories of cultural 
influence. Confucianism is virtuous, the 
Hispanic tradition, noxious. Lawrence 
Harrison has argued the latter most vigor- 
ously, concluding that “in the case of Latin 
America, we see a cultural pattern, deriva- 
tive of traditional Hispanic culture, that is 
anti-democratic, anti-social, anti-progress, 
anti-entrepreneurial, and at least among the 
elite, anti-work.”* Similar analyses, 
couched in terms of inferior North Ameri- 


2. Angus Maddison, Two Crises: Latin America 
and Asia, 1929-38 and 1973-83 (Pans. OECD Devel- 
opment Centre, 1985), p. 53. 

3. Deepak Lal, The Poverty of “Development Eco- 
nomics” (Cambridge, MA. Harvard University Press, 
1985), p. 103. 

4 Lawrence E. Harrison, Underdevelopment Is a 
State of Mind (Lanham, MD University Press of 
America, 1985), p. 165. 
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can values, have surfaced in the context of 
the United States-Japan comparison. 

These reactions emphasize fundamen- 
tal failings in Latin American economic 
policies and society. They seem to me too 
far-reaching from the evidence in hand. 
There is danger in preaching secular defi- 
ciencies on the basis of a decade of results, 
and in sudden discovery of behavioral pat- 
terns that did nothing to brake the signifi- 
cant economic accomplishments of many 
Latin American countries during the larg- 
est part of this century. It is easy to forget 
that Brazilian and Mexican economic 
growth since 1940 stood out for their level 
and continuity until the 1980s. 

In this article, I wish to argue an alter- 
native view. First, I want to make clear the 
magnitude of the international economic 
deterioration faced by the countries of 
Latin America in the 1980s. Ironically, 
moreover, the reliance on market signals of 
low real interest rates and rising export 
prices induced what later was to become 
excess indebtedness; at the time, few Latin 
American countries violated a sustainabil- 
ity rule requiring export growth to exceed 
the interest rate. Second, I want to suggest 
that the adjustment undertaken in the 1980s 
has been seriously flawed by reason of the 
excessive priority given to achievement of 
balance-of-payments objectives. Latin 
American countries did too well in gener- 
ating trade surpluses to sustain their debt 
service. Third, and in conclusion, I want to 
introduce domestic politics as a significant 
factor contributing to the choice of eco- 
nomic policies and the disappointing re- 
sults deriving from them. 

I justify this principal focus upon Latin 
America in a volume on the Pacific region 
for three reasons.’ One is that it provides a 

5. For a more extensive and explicitly compara- 


tive treatment of Latin America and Asia, see my 
“Some Reflections on Comparative Latin American 
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useful control experience. Explanations for 
Asian economic success depart from an 
implicit theory of Latin American failure; 
understanding the latter thus contributes to 
a better sense of which factors are special 
to Asia. In the second instance, it points to 
some of the rigidities and inflexibilities 
that can detract from adjustment to external 
shocks; for the more open Pacific econo- 
mies, that question will be central in the 
future. Third, the impact of greater political 
participation upon economic performance 
is one of great current interest within many 
of the societies of the Pacific Region. 


THE INTERNATIONAL 
DIMENSION 


The unique circumstances of develop- 
ing-country debt accumulation in the 
1970s are now better understood. The 
surge in developing-country lending after 
1973 was motivated by the need to find 
immediate and profitable application for 
the sucden increase in deposits of interna- 
tional banks. The oil crisis had resulted in 
an unprecedented balance-of-payments 
surplus for oil-producing countries. That 
wealth was held in short-term form by the 
oil exporters. Banks somewhat unwittingly 
converted these deposits into long-term de- 
velopment finance by recycling petrodol- 
lars. Middle-income developing countries 
were attractive borrowers by virtue of their 
accelerating growth and persistent short- 
age of capital and foreign exchange. In the 
midst of successful expansion, many Latin 
American countries were especially eager 
to sustain growth in the face of adverse 
international conditions.° 


Economic Performance and Policy” (Economics 
Working Paper 8754, University of California, Berke- 
ley, Sept. 1987). 

6. For fuller discussion of Latin American re- 
sponse to the oil shocks and other aspects of the debt 
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Private market intermediation sustained 
global demand in the 1970s and averted the 
international depression that some feared. 
Oil-exporter surpluses were matched by 
developing-country deficits used to sustain 
imports of oil and manufactures. The ar- 
rangements had novel, and potentially 
costly, features. Banks, and increasingly 
large numbers of them, were the ultimate 
holders of the loans and hence directly 
vulnerable to developing-country perfor- 
mance. Countries took on exchange and 
interest rate risks as they elaborated ambi- 
tious investment projects; they corre- 
spondingly reduced their margin of policy 
maneuver. 

Neither party to the transaction fully 
understood the inherent temporary charac- 
ter of the access to credit. The new capital 
flows did not emerge as a result of a sus- 
tained increase in global saving that was 
seeking continuing productive outlet. 
Banks did not consciously decide to pro- 
vide longer-term development finance and 
set aside loan loss provisions to compen- 
sate for the higher risk in sovereign expo- 
sure. Profits were initially large, particularly 
for lead banks and those also participating 
in developing-country domestic markets, 
and that was enough. Very little thought, 
and less concern, was given to the impor- 
tance of a continucus stream of lending; all 
of the emphasis was on moving the money 
out in the first place. 

On the side of the countries, however, 
the capital inflows became a regular, and 
increasingly necessary, input into the bal- 


crisis, see my “Latin American Adjustments to the Oil 
Shocks of 1973 and 1979,” in Latin American Polin- 
cal Economy, by Jonathan Hartlyn and Samuel A. 
Morley (Boulder, CO: Westview Press, 1986); idem, 
“Alternative Approaches and Solutions to the Debt of 
Developing Countries,” in International Finance and 
Trade in a Polycentric World, ed. S. Borner (New 
York: Macmillan, 1988). 
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ance of payments. Neither productive ca- 
pacity nor exports immediately increased 
to provide the incremental resources to ser- 
vice debt. Even when some projects did 
produce that result, it was attractive to con- 
tinue to borrow to take on still more ambi- 
tious, and slowly maturing, investment op- 
portunities. Countries were not prepared to 
desist from import surpluses while there 
was finance to permit them. Soon that fi- 
nance was diverted to other purposes. Bor- 
rowing today was necessary to pay the 
interest on yesterday’s loan. Debt dynam- 
ics meant that constant inflows transferred 
progressively less rea] resources. 

Latin American countries, in particular, 
erred in two respects in following a strat- 
egy of reliance on debt finance. First, they 
opened to the international economy in an 
asymmetrical way: increases in debt were 
disproportional to their attention to exports. 
The asymmetry became self-fulfilling. 
Large capital flows permitted overvalued 
exchange rates that facilitated imports and 
discouraged exports. The unfavorable sta- 
tus of the current account was subordinated 
to the satisfactory state of the balance of 
payments as a whole. This was true of 
oil-exporting Mexico after 1976, which 
failed to stanch excess imports because 
cheap loans were readily available; of oil- 
importing Brazil, which undertook an am- 
bitious program of industrial expansion; 
and of Argentina and Chile, implementing 
overvalued exchange rates as an integral 
part of anti-inflationary strategy. Diverse 
paths led a number of countries to the same 
defective exchange-rate policies and ex- 
cess dependence on continuing capital 
flows. 

In the second place, state enterprises in 
Latin America rapidly became the pre- 
ferred vehicle for absorbing external re- 
sources. Chile was the principal exception, 
where large private banks on-lent dollars, 
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principally to associated enterprises. The 
public guarantee was attractive to external 
lenders who had limited information on the 
risks of lending to private creditors. Public 
enterprises could directly implement pro- 
grams of increased investment, particu- 
larly in the intermediate-goods sectors. In 
addition, this channel assured direct con- 
trol over the foreign-exchange proceeds to 
the national government; projects even 
became shells to conceal balance-of- 
payments financing. The problems of the 
public sector are in no small way a heritage 
of the style of Latin American accommoda- 
tion to capital-market access in the 1970s. 

Another symptom of the inadequacy of 
that accommodation was the emergence of 
large-scale capital flight. It is no accident 
that Venezuela, Mexico, and Argentina 
were by far the worst offenders. Oil export- 
ers had less need to borrow; in Argentina, 
the military government was not pursuing 
a policy of increased growth and invest- 
ment. At the same time that the public 
sector was borrowing foreign exchange, 
private citizens were acquiring it to send it 
back abroad. There can hardly be a better 
index of excess borrowing than a reverse 
flow of the surplus foreign exchange un- 
needed for imports or reserves. Capita] 
flight goes beyond simply rectifying the 
capital account. Its irregularity, in response 
to changing expectations, helps to create 
and intensify foreign-exchange crises. It 
also saddles the public sector, and ulti- 
mately the country, with debt service on 
assets that yield no domestic return. Bor- 
rowing does not then create the means for 
its own repayment. There is thus a contin- 
uing and important shortfall in earnings 
that must be domestically compensated at 
the expense of other applications. 

By contrast, historical excess borrow- 
ing had its typical counterpart in the over- 
building of infrastructure beyond current 
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demand, a problem soon rectified by the 
inevitable subsequent boom. Lack of com- 
pensating earnings was temporary, not per- 
manent. Mistakes might be made in under- 
taking particular projects. But such capital 
loss was not of the order of the capital flight 
of 40 to 100 percent of the borrowing un- 
dertaken by Mexico, Argentina, and Vene- 
zuela. The physical assets eventually 
would prove useful. 

The capital market seemed to work well 
enough in recycling vast amounts of petro- 
dollars in the 1970s without official inter- 
vention. It did so because favorable capital- 
supply conditions and satisfactory trade 
performance were extrapolated by opti- 
mistic countries and banks. Banks lent 
enough at low real interest rates, and coun- 
tries serviced their obligations. The major- 
ity of Latin American countries satisfied a 
debt-sustainability criterion of greater ex- 
port growth than interest rates; of those that 
did not, only Brazil had a debt-export ratio 
larger than 2.” 

A first best scenario that masked the 
latent dangers of the sudden increase in 
developing-country debt was in fact real- 
ized from 1975 to 1978. These dangers 
only became apparent when the interna- 
tional economy began to falter with the 
second oil-price shock and disinflation in 
the industrial economies from 1979 on. 

Latin American countries have been es- 
pecially prejudiced by the poor perfor- 
mance of the international economy in the 
1980s. One can differentiate two phases. In 
the early 1980s, their relatively high level 
of indebtedness made them especially sus- 
ceptitle to changes in the terms and 
amount of lending. While the more open 
East Asian economies were buffeted by 
deteriorating trade conditions, both in vol- 

7. For these calculations, see Anne O. Krueger, 
“Origins of the Developing Countries’ Debt Crisis,” 
Journal of Development Economics, 27:175 f. (1987). 
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ume and in terms of trade, the Latin Amer- 
ican countries were sensitive to increases 
in interest rates and reductions in capital 
inflow. These effects were more serious 
because they threw Latin American coun- 
tries suddenly back upon the trade account 
to compensate. Asian countries had already 
in the 1970s opted for increased competi- 
tiveness in world markets and had acquired 
valuable experience in adjustment that was 
put to good use in the later crisis. 

With no access to new capital, large 
debtors — which were on the whole Latin 
American — had no alternative but to adjust 
their balance of payments immediately by 
achieving surpluses on the merchandise 
account. Most came on the import side. 
Imports declined by $40 billion between 
1981 and 1983, or by more than 40 percent 
in terms of volume. For relatively closed 
economies, a larger change in income is 
needed to produce a given decline in im- 
ports because import propensities are 
small. The Latin American decline in pro- 
duction of 4 percent is actually much below 
what might have been expected; it was as 
small as it was because domestic supply 
was relatively successful in substituting for 
imports. It was easier for the Asian econo- 
mies to adjust to the second oil shock sim- 
ply because smaller income adjustments 
could produce larger trade consequences, 
quite apart from their longer-standing em- 
phasis upon an export solution made easier 
by continuing finence. 

In the years after 1983, Latin American 
countries suffered from a continued cur- 
tailment of capital flows but also increas- 
ingly felt the consequences of a slide in 
primary commodity prices that became 
more severe than the post-Korean War de- 

8. For a detailed discussion, see Fishlow, “Some 
Reflections,” pp. 3-10. See also Krueger, “Origins,” 


for discussion of comparative Latin American and 
Korean adjustment effort 


THE ANNALS OF THE AMERICAN ACADEMY 


cline. Resource richness worked against 
the region. From 1983 to 1986, Latin 
American terms of trade declined by al- 
most 15 percent, the Asian by 6.5 percent. 
New commitments to increased exports 
were frustrated by falling prices. Countries 
experienced very different patterns. Argen- 
tina and Peru were especially hard hit, and 
even Mexico was adversely affected by 
falling oil prices in 1986. 

In the aggregate, had 1986 terms of 
trade for the region remained at their 1980 
level, and 1986 interest rates conformed to 
a real rate of 3 percent, the 1986 Latin 
American balance of payments would have 
registered a net improvement of almost $25 
billion. Many independent estimates of the 
capital flow required by the region to re- 
sume an adequate rate of growth, say, of 
about 5 percent are of this order of magni- 
tude. The region would not need capital 
inflows to grow had the world economy 
performed more satisfactorily. When it did 
not, external flows could not cushion the 
shocks because Latin American countries 
had borrowed earlier, and in the new envi- 
ronment of high real interest rates, banks 
could not justify further voluntary lending. 

Another, and differential, measure of 
the impact of the adverse turn of the inter- 
national economy is the following exer- 
cise. If terms of trade and real interest rates 
had remained at their 1980 levels, and net 
capital inflows had been sustained at the 
1980 rate, then cumulative 1981-88 im- 
ports could have been 53 percent higher for 
Latin America. That would have been suf- 
ficient to support quite positive economic 
growth. A comparable calculation for the 
Asian countries yields a reduction of im- 
port capacity of only 10 percent. Prices of 
manufactured exports fared better, debt 
was relatively smaller and contracted at 
cheaper official rates, and net capital in- 
flows were better sustained. 
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The persistent disequilibrium in the 
United States’ balance of payments con- 
tributes to the disadvantage of Latin Amer- 
ica. Put in its strongest form, the United 
States buys manufacturing imports from 
Asian newly industrializing countries 
while siphoning off potential capital flow 
from Latin America. Japanese and Euro- 
pean surpluses are recycled to the United 
States to sustain higher rates of investment, 
while capital formation in Latin American 
countries cannot be financed. 

Aggressive export growth is an obvious 
compensation to these adverse balance-of- 
payments effects. Projections of sustained 
and rapid export expansion have been re- 
peatedly made by those eager to emphasize 
an optimistic scenario and the opportuni- 
ties for better Latin American policy. The 
actual results have fallen short. Despite 
more realistic exchange-rate policies, ex- 
port performance has not been able to carry 
all of the burden placed upon it. It is tempt- 
ing, then, to argue that more real devalua- 
tion is necessary. 

But at some point the strategy of reduc- 
ing real wages as a means of greater com- 
petitiveness becomes self-defeating. Ad- 
justment is intended to increase income, 
not to perpetuate losses. Market share is 
gained not only by price competitiveness 
but by quality and design. New investment 
and rising productivity must become the 
basis of increased export market share, and 
these can be prejudiced by exclusive reli- 
ance on price signals. Indeed, the pressure 
on Latin America to produce large and 
unprecedented trade surpluses has contrib- 
uted to inadequate structural adjustment. 


INTERNAL DISTORTIONS 


An important lesson of the debt crisis 
has been the dichotomy between internal 
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and external adjustment. Latin American 
countries had little alternative to making a 
radical adjustment in their balance of pay- 
ments. The goal of sustaining the health of 
a suddenly precarious international finan- 
cial system required the continuity of inter- 
est payments on the debt. That objective, 
despite the rhetoric to the contrary of the 
Baker Plan and more recently the Brady 
Plan, dominated. Economic growth was 
residual, and its shortfall credited to inad- 
equate domestic policies. 

In understanding why internal and ex- 
ternal performance have not been more 
closely linked, as monetarist models of the 
balance of payments that underlie Interna- 
tional Monetary Fund programs would 
suggest, a central part of the story relates to 
the domestic effects of the large resource 
transfers that Latin American countries 
have made. These have amounted to more 
than $180 billion since 1982 and have av- 
eraged something like 5 percent of regional 
gross product. This measure of the adjust- 
ment eifort makes clear the countries’ sig- 
nificant sacrifices. 

The transfer has been made. In this re- 
spect, the classic international transfer 
problem, elaborated in the context of the 
German reparations question, is irrelevant. 
Then the question was whether German 
exports could be absorbed without an off- 
setting deterioration in the terms of trade 
that might make transfer impossible. In 
more moder phraseology, the trade sur- 
pluses associated with the transfer suggest 
that a foreign-exchange constraint is not 
binding. Export revenues have increased 
despite an unpromising world trade perfor- 
mance, and, even more important, imports 
have been dramatically reduced. Although 
actual trade surpluses exaggerate the free- 
dom from external limits — because growth 
has also been kept down and imports re- 
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stricted — the foreign-exchange constraint 
figures less prominently as a concem than 
the savings and fiscal limitations. 

Inadequate foreign exchange has less 
weight in part because of more aggressive 
exchange-rate policy. But real devaluation 
has also contributed to acceleration of in- 
flation. When economies are substantially 
indexed, changes in relative prices and in- 
comes are difficult to achieve. One sector 
is always quickly catching up to another. 
Then the only way to achieve a decline in 
labor costs is by accelerating inflation to 
induce a lower average wage over the pe- 
riod when nominal wages are fixed. 

An example may help. Suppose initial 
nominal wages are 100, inflation is 100 
percent, and adjustments occur every year. 
Then the average real wage over the year 
is 75, midway between the initial 100 and 
the terminal 50. In the second year, nomi- 
nal wages would start at 200—worth 
100—and the average wage would be un- 
changed if inflation remained constant. But 
suppose it is necessary to reduce average 
wages to 60. Then inflation of 400 percent 
would be necessary, producing a terminal 
wage of only 20. Relatively small changes 
in average real wages require large changes 
in the rate of price increases. 

It is no accident that the economies of 
Argentina and Brazil, where indexing was 
formal, experienced the largest inflation- 
ary impulses from devaluation or that Mex- 
ico achieved a larger reduction in real 
wages with less feedback on prices. In- 
creases in the frequency of adjustment and 
the extent of nominal wage increase only 
serve to feed the inflationary process. Here, 
then, is a domestic cost corresponding to 
the favorable trade performance. 

The resource transfer also has implica- 
tions for the level of feasible domestic in- 
vestment. If reduced domestic consump- 
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tion, public and private, does not finance 
the bulk of the payments of interest abroad, 
the only other alternative is a contraction 
in investment. Capital formation has to be 
crowded out to permit some part of domes- 
tic saving to be used for debt service. When 
private consumption is interest inelastic, as 
it seems to be, the high real interest rates 
that prevail in many countries serve to 
compress investment. The debt crisis has 
given new significance to the savings con- 
straint as a factor contributing to poor per- 
formance in the Latin American countries. 
It has underlined the problem of reducing 
consumption in countries where income 
inequality is considerable. The poor do not 
have much option of cutting back, and 
those better off are the more unwilling to 
see their standards of living affected in the 
midst of economic decline. 

That reluctance is reflected in the oppo- 
sition to the obvious option of increased 
taxes aS a way to generate larger public 
saving and to finance domestic investment. 
An expanded direct public command over 
resources is the more indicated route since 
the external debt in most Latin American 
countries is predominantly public; even 
where the debt was initially privately con- 
tracted, governments have been pressured 
to assume responsibility. Accordingly, the 
public sector must acquire the foreign ex- 
change needed for interest payments prin- 
cipally from private exporters — although 
there is an exception when public enter- 
prise exports are a major source of foreign- 
exchange earnings. 

The fiscal constraint has turned out to 
be a very serious obstacle and perhaps the 
most important proximate cause of poor 
domestic performance. Reductions in tax- 
ation rather than increases have been the 
rule. Inflation is again a part of the story. 
Accelerating rates of inflation erode the 
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teal value of tax collections rapidly even 
when payments are indexed. In addition, 
limited economic growth has created pres- 
sure for fiscal incentives and subsidies to 
private economic activity and resistance to 
any larger collections as disincentives to 
investment and expanded production. 
Growth of informal-sector activity and 
simple evasion have led to further erosion 
of the tax base. On the other side of the 
ledger, expenditure reduction has not been 
sufficient to lead to larger public sector 
surpluses. One important reason is that 
mounting interest payments cancel out 
lower outlays for investment and social 
services. 

Large public sector deficits thus con- 
tinue. They can be financed only by issuing 
money or internal debt. The former feeds 
inflation and has to contend with progres- 
sively smaller holdings of money by the 
public that limit the collections of the infla- 
tion tax. The latter, bearing high rates of 
interest, attracts resources voluntarily but 
at the expense of applications in more pro- 
ductive assets. Growing internal debt, 
moreover, is subject to the danger of insta- 
bility in the longer term. When the rate of 
interest is higher than the rate of increase 
of governmental receipts, the burden of 
debt-service payments relative to public 
sector revenues increases. Today’s finance 
becomes tomorrow’s larger problem, as it 
has for many Latin American countries. 

In the end, therefore, we see a consis- 
tent, but undesirable, equilibrium of trade 
surpluses, high and accelerating rates of 
inflation, high real interest rates, rising 
shares of public expenditure devoted to 
interest payments, a reduced level of in- 
vestment, and low rates of growth. Arguing 
for more outward orientation not only does 
not help but can even harm. Trade sur- 
pluses are too large and detract from effec- 
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tive domestic adjustment. It is fine to rely 
on exports when savings rates are high and 
public sector deficits under contro]; when 
they are not, the simplistic formula yields 
incorrect results. Indeed, large trade sur- 
pluses in the short term work against ex- 
ports in the long term by reducing invest- 
ment and making competitiveness depend 
upon cheap wages rather than productivity 
change. 

Such domestic distortions as the coun- 
terpart to successful resource transfers are 
now better understood. In addition, there is 
recognition that a large debt overhang can 
create disincentives to the adjustment ef- 
fort countries should make. If significant 
domestic efforts go simply to ensure con- 
tinuing resource transfers, they are less 
likely to be made. Debt stands as a lien on 
the economy, providing fewer degrees of 
freedom for policymakers and provoking 
uncertainty and pessimistic expectations 
from potential private investors. One im- 
portant counterweight, the prospect of re- 
newed voluntary lending as a reward for 
performance, is realistically absent. That is 
one key reason why the current problem is 
different from historical debt crises before 
1929, and why —as in the experience of the 
1930s — attention necessarily turns to re- 
duced debt service. 

Ata certain level, debt stands to become 
self-defeating. Its adverse effects actually 
reduce the probability of its repayment to 
the point where creditors, and not only 
debtors, could benefit from debt reduction. 
That perception lies behind the expanded 
menu of options developed to lower debt 
service, such as exit bonds for smaller 
banks in lieu of new money, debt buy- 
backs, and debt-equity swaps. The latter, 
subsidizing as they do foreign exchange, 
are especially favored by the banks but are 
correctly resisted by countries as a further 
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imposition upon an already depleted public 
treasury. The Brady Plan provides an offi- 
cial blessing to debt reduction, but only 
limited resources and weak leadership for 
effective implementation of that new strat- 
egy. Banks, while they may recognize the 
advantage of smaller resource transfers 
and debt levels for debtor-country perfor- 
mance and hence longer-term repayment 
prospects, will not find it in their individual 
interest to offer relief first; there is a col- 
lective-action problem. Moreover, there is 
profit in delay so long as high-yield loans 
continue to be serviced. 

Debt reduction has, in the last analysis, 
gained in appeal because the other way of 
reducing net resource transfers, increased 
capital flows, failed to materialize under 
the Baker Plan. Banks voted with their 
balance sheets, preferring to avoid large 
and continuing commitments of future re- 
sources. Increasing debt was unattractive 
because of high real interest rates relative 
to realistic projections of export growth. So 
long as interest rates are greater than export 
growth rates, debi-export ratios will re- 
main stable only if export surpluses are 
continuously generated. But such sur- 
pluses, while easily assumed in arithmetic 
exercises, take a toll in domestic economic 
performance, as we have seen. 

Latin America’s outward orientation in 
the 1980s, just as in the 1970s, has thus 
been flawed, but not in the simple fashion 
of inappropriate exchange-rate policy. 
First the countries of the region chose to 
integrate financially to excess and, more 
recently, to stress exports relative to im- 
ports. Asian emergence into world markets 
was initially characterized by import sur- 
pluses that assured the availability of capital 
and technology of the most recent vintage. 
Only later, because of export penetration 
and restrictions on agricultural and other 
imports, did export surpluses appear. 
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SOME POLITICAL 
CONSIDERATIONS 


The principal economic task ahead for 
Latin America is to define a more effective, 
and domestically rooted, style of integra- 
tion into the international economy. That 
objective is complicated by the simulta- 
neous political opening in the region. In 
1988 and 1989, elections will have been 
held in all the principal Latin American 
countries. 

Democratization and debt, and eco- 
nomic performance more generally, have 
become intertwined. Debt problems 
helped to send the military back to the 
barracks, as authoritarian technocratic 
styles proved inadequate to cope. Now 
they favor critics of incumbents, whether 
more orthodox or more populist in their 
orientation. Ironically, at a time when there 
has been substantial convergence of econ- 
omists around the kinds of policies that 
seem necessary to foster recovery, politi- 
cians offer too wide a range of choice to 
electorates. They promise too much, and 
they appeal to the weariness of voters eager 
for a change, but without much faith in the 
alternatives. 

Increasingly, however, the issue is not 
the appropriate diagnosis of the problem 
but the inability to implement coherent and 
consistent policies. One has by now a rea- 
sonable idea of what has to be done and 
what has to be avoided. Neither populism 
nor straight orthodoxy seems to have 
worked. But in the absence of a dominant 
national commitment to economic growth 
as a first requirement of security — such as 
that found in Korea and Taiwan—and in 
the presence of substantial economic in- 
equality that creates a multiplicity of elite 
interests on one side and mass pressures on 
the other — an inequality conspicuously ab- 
sent in Korea and Taiwan — the unsatisfac- 
tory status quo emerges as a preferable 
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option in many countries. It is easier to 
abide inflation than to raise taxes, easier to 
give credit subsidies than to reduce public 
sector employment, easier to grant wage 
increases than to liberalize imports, and so 
on. Even the prospect of losing popularity 
and office seems incapable of making bet- 
ter economic policy into good politics. 

External relief adds a new and impor- 
tant degree of freedom to the equation set. 
Reduced debt service makes new resources 
available to the public sector and strength- 
ens its depleted capacities. That favorable 
prospect should not be exaggerated, how- 
ever, even under the best of circumstances. 
Debt-service reductions will apply only to 
the medium- and long-term commercial 
bank debt and not to short-term obligations 
or official loans. For Latin America as a 
whole, that exempts a third of the debt. In 
the second place, rising international inter- 
est rates in the past 18 months are becom- 
ing a considerable negative offset. Third, 
the onerous effects of the debt burden will 
not necessarily translate into equal and 
symmetric benefits when reduced: invest- 
ment decline will not automatically be 
reversed. 

It is only if debt relief is coupled with 
new domestic initiatives that it can serve as 
a firm basis for economic recovery. That, 
of course, is the logic behind the insistence 
upon conditionality and internal reform. 
But that logic is incomplete. Making gov- 
ernments enact unpopular policies will not 
lead to a durable resolution of the imple- 
mentation problem. Successful stabiliza- 
tion is not a once-and-for-all dose of bitter 
medicine or a surgical intervention; it is a 
process of continuous policy adjustment 
that weights priorities and regulates eco- 
nomic activity. Implementation of a devel- 
opment strategy is no different. 

Latin America’s political deficiencies 
will not be so easily compensated for by a 
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technocratic blueprint. The absence of an 
effective structure of political parties and 
the lack of sheer experience in governance 
are Significant handicaps to sustained eco- 
nomic recovery. They render even more 
difficult the task of creating durable coali- 
tions capable of consistent policy. What is 
sometimes seen as external coercion to 
pursue narrowly defined austerity pro- 
grams can complicate rather than assist. 

One appeal of a market-oriented strat- 
egy is that it apparently insulates against 
unproductive political intervention. That 
underlies the Buchanan prescription of an 
inviolable constitution to preclude rent- 
seeking distortions.’ But one does not erase 
real interests by fiat; there is no capacity to 
enforce such a charter. Those who are pre- 
scribed from exerting their special influ- 
ence through one sphere will spill over to 
another: instead of requesting administra- 
tive favors, large firms will exert monopoly 
power. There is no substitute but to con- 
struct the needed political consensus to 
implement policy on a continuing basis. 
That theme is too frequently absent in dis- 
cussions of economic reform. Opportuni- 
ties for self-enforcing policies that can nar- 
row debate may be helpful, but automaticity 
will always be limited. 

The correct conclusion is thus not the 
uniform application of orthodox remedies 
to promote the economic recovery of Latin 
America. That is to draw the wrong lesson 
from East Asia by focusing narrowly on 
specific exchange-rate, interest-rate, and 
other policy instruments. It is also to ignore 
the record of inadequate adjustment under 
International Monetary Fund auspices. The 
right question is how to reconstruct a Latin 
American developmental state that can 

9. For this approach, see the contributions to J. M. 
Bucharan, R D Tollison, and G. Tullock, eds., To- 


ward a Theory of Rent Seeking Society (College Sta- 
tion. Texas A&M University Press, 1980). 
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The East Asian NICs in 
Comparative Perspective 


By STEPHAN HAGGARD 


ABSTRACT: Purely economic analyses of the East Asian newly industrializing 
countries have overlooked the politics of their growth. Why were these countries 
able to pursue strategies that combined rapid growth with a relatively equitable 
distribution of income? The reason lies partly in external conditions, including 
expanding world trade, and, in the case of Taiwan and Korea, pressure from the 
United States for policy reform. Domestic social and political conditions were 
also auspicious, however. Export-led growth was facilitated by weak labor 
movements and the absence of leftist or populist parties. A relatively brief period 
of import-substitution policies prevented the development of strong protection- 
ist business interests. Equity was advanced by land reforms in Korea and Taiwan 
and by the absence of a rural sector in Hong Kong and Singapore. No explana- 
tion is complete, however, without reference to the strength of the East Asian 
states, including their insulation from interest-group pressures and their cohe- 
sive, meritocratic bureaucracies. These political institutions facilitated coherent, 
decisive, yet flexible policy. 
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Industrializing Countries and The Transition to Export-led Growth in Korea. 


129 


130 


CONOMIC analyses of the East Asian 
newly industrializing countries 
(NICs) — Korea, Taiwan, Hong Kong, and 
Singapore — have foundered on a simple 
puzzle. Export-oriented development 
clearly contributed to their rapid growth. 
Yet if such a strategy is superior, why have 
so few developing countries successfully 
replicated it? The development experience 
of the East Asian NICs certainly has les- 
sons for other countries, but it would be 
misleading to overlook the factors that ex- 
plain why the East Asian countries opted 
for growth-oriented policies. This article 
explores why political leaders choose the 
development strategies they do, comparing 
the East Asian NICs with countries that 
have pursued more inward-looking poli- 
cies, particularly Brazil and Mexico.’ 
Three historical patterns of Third World 
industrialization can be distinguished, 
each linked with important policy choices: 
an import-substitution trajectory, charac- 
teristic of Mexico, Brazil, Turkey, India, 
and other large less developed countries; 
an export-led growth pattern, of which 
Korea and Taiwan are the most successful 
cases; and an entrepôt path, of which Sin- 
gapore and Hong Kong are examples. 
Virtually all developing countries 
began their contact with the world econ- 


1. For further reading, see Stephan Haggard, 
“The Newly Industrializing Countries in the Interna- 
tional System,” World Politics, (38)2 (Jan. 1986); 
Stephan Haggard with Tun-jen Cheng, “State and 
Foreign Capital in the East Asian NICs,” in The Polit- 
ical Economy of the New Asian Industrialism, ed. Fred 
Deyo (Ithaca, NY: Comell University Press, 1987); 
Stephan Haggard, Newly Industrializing Asia in Tran- 
sition: Policy Reform and American Response (Berke- 
ley: University of California, Institute of International 
Studies, 1987). The discussion of alternative develop- 
ment strategies is summarized in Bela Balassa, “The 
Process of Industrial Development and Alternative 
Development Strategies,” in The Newly Industrialized 
Countries in the World Economy, by Balassa (Elmsford, 
NY. Pergamon Press, 1981). 
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omy as primary-product exporters; many 
remain dependent on commodity exports. 
In this stage of growth, the primary sector 
produces food for local consumption — the 
traditional sector—and raw materials or 
foodstuffs for export— the enclave sector. 
Exports generate local purchasing power 
and finance the import of consumer goods. 
In the typical colonial economy, govern- 
ment policy supported this pattern. Trade 
was relatively free and exchange rates 
were fixed. The nonprimary sector con- 
sisted mainly of commercial services and 
craft production. 

One transition from an economy based 
on primary exports is usually toward import- 
substituting industrialization (ISI). In the 
first stage of ISI, the earnings from pri- 
mary-product exports, supplemented with 
foreign borrowing and aid, finance the im- 
port of producer goods. These provide the 
foundation for local production of con- 
sumer goods, such as textiles. ISI may 
occur naturally, as the result of balance-of- 
payment problems or as a by-product of 
trade and exchange controls designed to 
manage them. ISI can also result from ex- 
plicit policies designed to support manu- 
facturing, such as protection and subsi- 
dized finance. 

There is debate as to whether primary 
import substitution naturally reaches some 
point of exhaustion, when the domestic 
market for import substitutes is saturated.’ 
Size is crucial here. Large internal markets 
present the temptation to forge backward 
linkages into intermediate and capital 
goods industries in which scale economies 
are important. The move into heavy indus- 
tries raises policy choices about the appro- 
priateness of different leading sectors and 


2. See Albert Hirschman, “The Political Econ- 
omy of Import-Substituting Industrialization in Latin 
America,” in A Bias for Hope, by Hirschman (New 
Haven, CT: Yale University Press, 1971). 
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the role of foreign and state-owned firms, 
which are likely to be important in this new 
phase of growth. 

A final stage of this growth path, seen in 
the 1970s and 1980s in Latin America, has 
been to supplement import substitution 
with the expansion of manufactured ex- 
ports. Exports were pushed out by special 
incentives, but these efforts did not solve 
chronic payment imbalances and were ac- 
companied by an expansion of foreign bor- 
rowing. With the evaporation of foreign 
credit in the 1980s and the need to repay 
past obligations, export efforts intensified. 

The industrialization of countries pur- 
suing export-led growth also began with a 
period of primary-product export and was 
similarly followed by a period of import 
substitution. The limitations of the first 
phase of ISI were met in part by continued 
import substitution in selected sectors, but 
primarily through a shift in incentives to 
favor the export of labor-intensive manu- 
factures. This involved stable macroeco- 
nomic policies; devaluation, which sig- 
naled to domestic firms their comparative 
advantage; and selective import liberaliza- 
tion to give exporters access to needed 
inputs. It also entailed more targeted and 
discretionary supports to exporters. A third 
economic transition came in the 1970s and 
1980s in the effort to promote the devel- 
opment of more technology- and capital- 
intensive sectors. Both Korea and Taiwan 
targeted particular industries for support, 
and the second phase of export-led growth 
thus bears some resemblance to the third 
Stage of import substitution. The East 
Asian economies were more sensitive to 
developments in world markets, however, 
and this put limits on the pursuit of such 
industrial deepening. 

Entrepéts, finally, have large service 
and commercial sectors to support their 
function as intermediaries between primary- 
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product-exporting hinterlands and the 
world economy. Because entrepôts have no 
rural sector of their own, both food and 
labor are pulled from the hinterland. The 
first important transition is the diversifica- 
tion from purely commercial activities into 
manufacturing. With restricted domestic 
markets, trade is free, though the extent of 
direct government involvement in produc- 
tion varies between laissez-faire Hong 
Kong and Singapore’s dirigism. The sec- 
ond transition, similar to that in the model 
of export-led growth, is toward indus- 
trial diversification, but with commer- 
cial and entrepôt functions continuing in 
importance. 


EXPLAINING 
DEVELOPMENT STRATEGIES 


Four sets of political factors can affect 
the choice of national strategies: pressures 
emanating from the international system, 
domestic political coalitions, domestic po- 
litical institutions, and the influence of 
ideology. 


International constraints: 
Shocks, size, and 
major power influence 


The international system can constrain 
policy either through economic shocks and 
pressures or through the direct influence of 
dominant states. One would predict a shift 
from a model of primary-product export to 
IS] when commodity producers face price 
shocks or when access to markets, sup- 
plies, and capital is severed. Price shocks 
chang the relative rates of return between 
agriculture and manufacturing activities. 
Incentives to substitute for imports will 
also increase when foreign exchange earn- 
ings and capital inflows dwindle and 
needed inputs become scarce. 
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Historical evidence supports these gen- 
eralizations. The 1930s were a period of 
accelerated industrialization and increased 
government intervention across Latin 
America.’ The two world wars also dis- 
rupted traditional trade and capital flows 
and were important catalysts to industrial- 
ization in Latin America. In Korea and 
Taiwan, severe balance-of-payments cri- 
ses associated with war and reconstruction 
forced import substitution. In Hong Kong, 
the Chinese Revolution and the strategic 
embargo associated with the Korean War 
reoriented traditional trade patterns. In Sin- 
gapore, the breakdown of association with 
Malaysia in 1965 forced a reorientation of 
growth strategy toward world markets. 

Negative shocks have much stronger 
effects than positive ones. A positive shock 
of expanding world trade will not provide 
a sufficient incentive to launch export- 
oriented policies. Once the strategy of pro- 
tection is chosen, it entrenches the interests 
of policymakers and business in the do- 
mestic market. Once manufactured export- 
oriented growth is launched, by contrast, 
firms acquire a stake in the outward-looking 
strategy. 

This strategy exposes firms to new in- 
ternational pressures, though. The East 
Asian NICs all faced problems of adjust- 
ment in the 1970s and 1980s as a result of 
shifting comparative advantage, protec- 
tionism, and slowed growth in their major 
markets. The response to these pressures 
varied, however. Korea responded with an 
aggressive, state-directed push into heavy 
industries; Hong Kong barely budged from 
its tradition of laissez-faire. These differ- 
ences cannot be explained with reference 
to the external environment alone. 


3. See Fernando Enrique Cardoso and Enzo 
Faletto, Dependency ana Development ın Latin Amer- 
ica (Berkeley: University of California Press, 1979). 
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The second way in which the interna- 
tional system acts on state choice is 
through direct political pressures. The 
greatest influence is exercised by formal 
empire or military occupation, since con- 
trol of the colony’s economic activity is 
directly in the hands of the metropole. A 
lesser but still significant degree of influ- 
ence is exercised by an alliance leader that 
can link military and economic support to 
policy reform. Finally, the least degree of 
political influence can be expected where 
there are asymmetrical economic relations 
but no imperial controls, security links, or 
aid ties. 

This distinction between formal empire, 
military alliance, and economic hegemony 
is useful in distinguishing the degree of 
influence exercised by the major powers in 
East Asia and Latin America. The United 
States controlled an informal empire in the 
Caribbean and Central America, but by the 
1930s, the large Latin American countries 
had been independent for over a century 
and frequently adopted policies at odds 
with U.S. preferences. Security considera- 
tions had some role in economic develop- 
ments in Mexico and Brazil in the late 
1930s and during World War II, but these 
worked to increase the freedom of maneu- 
ver of the large Latin American states. The 
United States was more concerned about 
their stance in the global conflict than the 
Latin American nations were dependent on 
the United States for their security. 

The East Asian NICs, by contrast, have 
all been colonies in this century. The early 
development of Singapore’s and Hong 
Kong’s economic policy to this day has 
been overseen by the British. The early 
stages of Korean and Taiwanese develop- 
ment were shaped by Japan’s conception of 
regional autarky that combined production 
of raw materials and foodstuffs with in- 
vestment in infrastructure and industry in 
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its colonies. The defeat of Japan in World 
War II was followed by the occupation of 
Korea, war, and the emergence of separate 
regimes in north and south. The Chinese 
Revolution pushed the Nationalist Party, or 
Kuomintang (KMT), to Taiwan. By 1950, 
the divided Republics of China and Korea 
were integrated into a U.S. security com- 
plex in Asia. U.S. aid was important not 
only materially but also because of the 
political support it rendered to the two new 
regimes. In both cases, the United States 
financed ISI based on a significant array of 
state controls. The United States did have 
a significant tool for influencing policy in 
the threat to terminate aid. It was not 
wielded until aid policy was reassessed in 
the late 1950s and under the Kennedy ad- 
ministration. The move to reduce aid com- 
mitments increased the influence of Amer- 
ican advisers, who became important 
transnational allies of domestic economic 
reformers. 


Society as an explanation 


A societal approach rests on several 
simple assumptions. Policies have dis- 
tributional consequences. Groups will mo- 
bilize to advance their interests. Politicians 
will respond to these pressures to achieve 
their own personal and political aims. Pol- 
icies will thus be exchanged for support 
and will reflect the interests of dominant 
coalitions, whether seen as ruling parties, 
sectors, classes, or interest groups. The 
state is seen as the arena in which coali- 
tional battles are waged.‘ 


4. Among prominent societal approaches to de- 
velopment strategies are Markos Mamalakis, “The 
Theory of Sectoral Clashes,” Latin American Re- 
search Review, 4(3) (1969); Robert Kaufman, “Indus- 
trial Change and Authoritarian Rule in Latin America: 
A Concrete Review of the Bureaucratic Authoritarian 
Model,” in The New Authoritananism in Latin Amer- 
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There are problems establishing the 
connection between coalitions and public 
policies in the NICs. The easily identifiable 
electoral and legislative coalitions that in- 
fluence public policy in the advanced in- 
dustrial states are not relevant in the au- 
thoritarian NICs. Even during democratic 
periods in Singapore, Korea, and Brazil, 
the link between electoral politics and eco- 
nomic policy is weak. Are the relevant 
groupings, therefore, those based on sector, 
class, factors of production, firms, or inter- 
est groups? One approach is to begin with 
some simple expectations about how the 
power and interests of agriculture, the in- 
dustrial working class, and business affect 
national strategy. These sectors correspond 
roughly to the factors of land, labor, and 
capital, though it is clear that none of these 
groups constitute a homogeneous set of 
interests. 


The legacy of the countryside 


The trade and exchange-rate policies 
supporting ISI are biased against agricul- 
ture, and the cheap-food policies favorable 
to industrialization are detrimental to the 
countryside. One might therefore expect 
more balanced trade, exchange-rate, and 
pricing policies where agricultural inter- 
ests are strong or where political elites have 
a concern about the allegiance of the peas- 
antry.* There is no evidence in either Korea 
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or Taiwan that concern with the mural sector 
was a direct influence in the transition to 
an outward-oriented strategy, however. 
More important was the absence of a natu- 
ral resource base generating export earn- 
ings. This, coupled with the impending 
decline in U.S. aid, left few options for 
financing a costly ISI strategy. 

As colonies, Korea and Taiwan were 
agricultural appendages to Japan, though 
Japan invested heavily in agricultural mod- 
ernization in both cases. Decolonization 
was followed by land reform, motivated in 
Taiwan by the debacle on the mainland and 
in Korea by the political pressures associ- 
ated with the division of the peninsula. 
Hong Kong and Singapore did not have to 
contend with the thorny problem of agri- 
cultural transformation. Gauging the im- 
portance of the land reforms — and the ab- 
sence of an agricultural sector in the 
entrepôts — for subsequent industrializa- 
tion demands posing some hypotheticals, 
The reforms enhanced the state’s freedom 
of maneuver by eliminating a potential 
source of opposition to industrial initiatives, 

The redistribution of assets in land had 
a broadly equalizing effect on develop- 
ment in Korea and Taiwan.° The absence 
of a rural sector in Singapore and Hong 
Kong had the same effect, since agricul- 
tural productivity and incomes tend to be 
lower than those in the modern sector. This, 
in turn, had political consequences. De- 
Spite the squeeze on agriculture that fol- 
lowed the reforms in Korea and Taiwan, 


6. For comparative analyses of the equity 
issue, see Joel Bergsman, Growth and Equity in Semi- 
Industriahzed Countries, World Bank Staff Working 
Paper no. 351 (Washington, DC: World Bank, 1979), 
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mies,” Economic Journal, vol 94 (Mar. 1984) See, 
however, Hagen Koo’s skeptical view, “The Political 
Economy of Income Distribution in South Korea,” 
World Development, 12(10) (1984). 
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they created at least tacit rural support for 
both regimes. 

The shock to the agriculture- and min- 
ing-based economies of Latin America in 
the 1930s strengthened the political and 
economic position of manufacturing inter- 
ests. The political transition to a national 
strategy favoring industry showed a wide 
variation of coalitional patterns, however.’ 
In Brazil, the transition was accompanied 
by political compromises with rural elites, 
and the state’s penetration of the country- 
side remains limited. Mexico’s social rev- 
olution legitimated redistribution of land. 
This project was pursued under Cárdenas 
in the 1930s but faltered as a result of a 
variety of political pressures, including the 
creation of new landed interests out of the 
“revolutionary family” itself. Despite re- 
current pressures for redistribution of land, 
ownership remains highly skewed. The 
Cárdenas period had an unexpected politi- 
cal consequence, however: the creation of a 
party organization that ensured political sup- 
port from, and control over, the peasantry. 

ISI may be disadvantageous to the rural 
sector as a whole, but the importance of 
agriculture in generating foreign exchange 
resulted in support of export-oriented and 
modern agriculture in both countries. A 
new stratum of commercial agricultural in- 
terests was created through the extension 
of irrigation, infrastructure, and credit, but 
at the expense of the peasantry.’ 

In both the East Asian and Latin Amer- 
ican NICs, the pursuit of industrialization 
was accompanied by a relative political 
weakening of agricultural interests, but it 
is difficult to tie industrial policy to the 


7. Kaufman, “Industrial Change and Authoritar- 
ian Rule in Latin America.” 

8 See Menlee Grindle, State and Countryside: 
Development Policy and Agrarian Politics in Latin 
America (Baltimore, MD. Johns Hopkins University 
Press, 1986) 
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outcome of an overt sectoral clash. Nor is 
there evidence that the strength of, or con- 
cern for, rural interests was important in the 
transition to export-led growth. The trans- 
formation of agriculture is of significance 
in explaining the consequences of different 
industrial strategies, however, particularly 
the high levels of inequality characteristic 
of Latin American industrialization. Nei- 
ther Mexico nor Brazil experienced the 
equalizing reforms of Korean and Taiwan- 
ese development, and ISI further skewed 
the unequal distribution of income. 


Labor 


The political weakness of the industrial 
working class appears common to all the 
NICs. Analysts of Brazilian and Mexican 
labor have stressed the importance of state 
and party corporatist controls. While there 
are differences in the political organization 
of labor in the East Asian NICs, labor 
movements have either been weak — Tai- 
wan and Hong Kong—or where active, 
either drawn under state corporatist con- 
trol —-Singapore—or repressed, as in 
Korea. The organization of labor occurred 
at a relatively early stage of Latin Ameri- 
ca’s development and was tied to the devel- 
cpment of leftist parties and ideologies that 
supported an economically nationalist 
project. Despite a variety of subsequent 
controls and struggles between capital, the 
state, and labor, organized labor benefited 
from ISI. The longer ISI was pursued, the 
greater the constraining weight of its urban 
political constituency, of which labor was 
a part. 

Drawing primarily on the Argentine and 
Brazilian cases, Guillermo O’Donnell has 
argued that the second phase of ISI “de- 
manded” new controls on labor.’ There is 


9. Guillermo O’Donnell, Modernizanon and 
Bureaucratic Authoritartanism (Berkeley: University 
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no compelling reason why this should be 
so, and the argument sits poorly with histor- 
ical fact. In Mexico, government organiza- 
tion of labor predates the self-conscious 
adoption of ISI. In Brazil, secondary ISI 
was part of a populist political project that 
antedates the military coup in 1964. 

Variations in the political organization 
of labor in Brazil and Mexico do help ex- 
plain differences in the way ISI was pur- 
sued. In Mexico, corporatist control over 
labor allowed the Institutional Revolution- 
ary Party to weather a sharp and painful 
devaluation in 1954, beginning the period 
of so-called stabilizing development that 
remained intact until populist pressures re- 
surfaced in the 1970s. In Brazil, the com- 
petitive bidding for support associated with 
a multiparty system contributed to infla- 
tionary pressures over the 1950s and early 
1960s. The repression of the labor move- 
ment that followed the military coup in 
1964 resulted from political considerations 
as much as economic strategy, but the new 
political order granted market-oriented 
technocrats a new degree of freedom. Over 
the late 1970s, the effort to compress wages 
in both Brazil and Mexico had another 
source: the effort to adjust to huge external 
debt burdens." 

A plausible connection can be said to 
exist between the pursuit of a strategy 
based on exports of labor-intensive manu- 
factures and labor weakness.” The weak 
form of the argument is that the absence of 
a mobilized labor movement expanded the 


of California, Institute for International Studies, 
1973); Collier, ed , New Authoritartanism in Latin 
America. 

10. Robert Kaufman, “Democratic and Authori- 
tarian Responses to Stabilization in Latin America,” 
International Organization, vol. 39 (Summer 1985). 

11. See Fred Deyo, East Asian Labor in Compar- 
ative Perspective (Berkeley: University of California 
Press, forthcoming). 
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freedom of government and business. 
Weak labor movements help explain the 
absence of leftist and nationalist coalitions 
and allowed the state to impose relatively 
free labor markets, keeping wage pressures 
down and increasing profits and manage- 
rial flexibility. A stronger form of the argu- 
ment asserts that labor was controlled for 
the purpose of pursuing export-led growth. 
This hypothesis cannot be sustained. In 
Taiwan and Korea, labor controls had po- 
litical roots, and in Hong Kong a steady 
stream of refugees and peculiar features of 
the union structure kept labor weak. Only 
in Singapore does control of labor appear 
to be tied directly to economic strategy, 
though during the late 1970s, this meant 
allowing wages to rise to force firms to adopt 
more technology-intensive practices. 

Despite extensive controls on trade 
union activity in Taiwan, Korea, and Sin- 
gapore, export-led growth contributed to a 
telatively egalitarian distribution of in- 
come. The East Asian NICs have seen a 
decline in poverty, increases in real wages, 
and sustained state interest in the develop- 
ment of human capital. Real wages have 
lagged increases in productivity, and there 
is clearly urban marginalism in all of the 
NICs. Overall, however, East Asian labor 
markets do not appear to be characterized 
by the same degree of dualism visible 
under ISI in Latin America.” 


The interests of business 


In both East Asia and Latin America, the 
protectionist policies associated with the 
first stages of ISI favored local entrepre- 
neurs, but when these policies were 


12. See Alejandro Portes, “Latin American Class 
Structures: Their Composition and Change during the 
Last Decades,” Latın American Research Review, 
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launched the domestic industrial bourgeoi- 
sie was politically and economically weak. 
In Taiwan, and to a lesser extent Korea, it 
might be more accurate to say that protec- 
tion fostered the local bourgeoisie rather 
than the other way around. In Mexico and 
Brazil, the adoption of a coherent policy 
toward industrial development was very 
slow in coming and, while the evidence is 
controversial, resulted as much from state 
interest and adjustment to international 
shocks as from business influence. 

Explaining the shift to secondary ISI, 
and particularly to export-led growth, in 
terms of business interests is particularly 
difficult. Export-led growth poses a threat 
to firms oriented toward the domestic mar- 
ket. There is no evidence in Korea or Tai- 
wan that local industry was the driving 
force behind export-oriented policies. In 
Singapore, local manufacturing was par- 
ticularly weak and was further margin- 
alized by a strategy based largely around 
multinational corporations. In Hong Kong, 
there is a more plausible case that business 
influence mattered, but it was not the influ- 
ence of manufacturing interests that was 
important but rather the commercial and 
financial establishment, which pushed 
laissez-faire. 

There were characteristics of local busi- 
ness that favored the adoption of export- 
oriented policies in Korea and Taiwan. 
With relatively small internal markets, sur- 
plus capacity in light manufacturing could 
be turned to production for international 
markets. The period of ISI was relatively 
short, and the state was able to both force 
and ease the transition into international 
markets. Rather than reflecting business 
interests, however, the ability to shift pol- 
icy toward a more outward-looking growth 
strategy rested on a certain political auton- 
omy from the short-term interests of the 
private sector. 
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This does not mean that government 
was oblivious to business concerns. The 
risk and uncertainty associated with an 
export-oriented course helps explain the 
extensive state intervention characteris- 
tic of economic growth in Korea, Taiwan, 
and Singapore. The turn to export-led 
growth in the larger Asian NICs was a 
two-tiered process. At one level, the state 
shifted incentives to promote exports, 
signaling potentially competitive firms 
of their advantages. This incentive reform 
was supplemented by state interventions 
through targeted loans, selective protec- 
tion, the provision of information, and 
the organization of business itself. These 
institutional reforms reduced the risks as- 
sociated with the transition. 

In the large Latin American NICs, the 
longer duration of ISI produced entrenched 
protectionist interests that constrained the 
freedom of government maneuver. As pro- 
tection was extended upstream into new 
industries, the coalition supporting inward- 
looking policies broadened. Domestic end 
users of protected intermediates and capital 
goods were naturally disadvantaged in ef- 
forts to penetrate foreign markets. When 
the Latin American NICs did adopt liberal 
policies — after 1964 in Brazil and in the 
1970s in Argentina and Chile — the experi- 
ments came under authoritarian regimes 
with significant independence from local 
manufacturing interests. 

One hypothesis common to recent stud- 
ies of Latin America is that multinationals 
have been key actors in determining pat- 
terns of industrialization.'? The incentives 

13 Peter Evans, Dependent Development: The 
Alliance of Multinational, State and Local Capital in 
Brazil (Princeton, NJ: Princeton University Press, 
1979); Richard Newfarmer, Profits, Progress and 
Poverty (Notre Dame, IN: Notre Dame University 
Press, 1985); Stephan Haggard, “The Political Econ- 
omy of Foreign Direct Investment in Latin America,” 
Latin American Research Review, 29(1) (1989). 
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associated with secondary ISI and export- 
led growth certainly provided new oppor- 
tunities for multinationals, adding them to 
the coalitions favoring the new policy 
courses. Two caveats are important, how- 
ever. First, multinational corporations 
seeking to exploit the new incentives, 
whether export oriented or import substi- 
tuting, generally entered after the change 
in policy. Second, the positive and negative 
effects attributed to foreign investment can 
also frequently be attributed to the nature 
of policies themselves. 

In all cases except Singapore, where the 
local private sector was weak, export-led 
policies provided opportunities for na- 
tional firms. Given their external orienta- 
tion and rapid world trade growth, multina- 
tionals and local firms could coexist side 
by side without the threat of denationaliza- 
tion. In Latin America, the role of foreign 
direct investment involved greater poten- 
tial for political conflict. The shift to a 
secondary phase of ISI demanded an open- 
ing to foreign firms, which quickly came to 
occupy a dominant position in the new ISI 
industries, such as the automobile industry. 


The state as actor 
anc organization 


A third perspective on policy reform 
focuses on the legal and institutional set- 
ting in which social forces operate. 
Changes in strategy are generally accom- 
panied by broader institutional changes, 
and as Douglass North has noted, “institu- 
tional innovation will come from rulers 
rather than constituents since the latter 
would always face the free rider prob- 
lem.” While a coalitional approach to pol- 
icy looks at the interests and organization 
of social actors, an institutionalist ap- 


14. Douglass North, Structure and Change in 
Economic History (New York: Norton, 1981), p. 32. 
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proach explains policy in terms of the pref- 
erences and organizational power of state 
actors. 

Three aspects of the state affect the abil- 
ity of political elites to realize their goals. 
First, different political arrangements can 
increase political elites’ insulation from so- 
cietal groups seeking particularistic bene- 
fits, thus expanding their leeway to act." 
Second, the coherence of policy is affected 
by the internal cohesiveness and central- 
ization of decision-making authority. Fi- 
nally, the ability of government leaders to 
achieve their objectives, and the way in 
which they pursue them, is affected by the 
range of policy instruments they have at 
their disposal. 

The economic history of the NICs sug- 
gests repeatedly that state-society linkages 
limiting the level of independent organiza- 
tion of interests were crucial for policy re- 
form, including the move from the primary- 
product phase to ISI in Latin America, the 
move to so-called stabilizing development 
in Mexico after 1954, and the move toward 
market-oriented policies in Brazil after 
1964 and in the Southern Cone in the 
1970s. Insulated political leaderships also 
help explain the tern to export-led growth 
in the East Asian NICs. In Korea, crucial 
economic policy changes were launched 
following the military coup in 1961 that 
brought Park Chung Hee to power. Park 
was able to cut through the rent-seeking 
that had characterized the presidency of 
his predecessor, Syngman Rhee. Chiang 
Kai-shek’s KMT enjoyed virtually com- 
plete political autonomy through its exten- 
sive penetration of Taiwanese society. 

15. This is an unstated implication of Mancur 
Olson, The Rise and Decline of Nations (New Haven, 
CT: Yale University Press, 1982). See the discussion 
of “soft” and “hard” states in Gunnar Myrdal, The 
Challenge of World Poverty (New York: Vintage 
Books, 1970). 
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Singapore’s pursuit of a strategy based on 
multinationals came after Lee Kuan Yew 
consolidated one-party rule. Even Hong 
Kong fits the East Asian political pattern. 
Economic policy remains in the hands of a 
powerful financial secretary. 

The cohesiveness and centralization of 
decision making will also affect the ability 
of the state to inaugurate reforms. Factions 
in an internally divided state are more 
likely to seek clients and pursue their inde- 
pendent visions of the public good. An 
internally cohesive state, by contrast, is 
more likely to pursue consistent and cred- 
ible policies. Brazil and Mexico have ex- 
perienced periods of relatively coherent 
policy—in Mexico from 1954 through 
1970 and in Brazil following the coup in 
1964 — that reflected such internal bureau- 
cratic consistency. On the whole, however, 
the larger states of Latin America have had 
greater difficulty maintaining their internal 
coherence. 

Korea in the 1950s also provides a case 
study in internal fragmentation. This was 
reversed following the military coup of 
1961, however. While intrabureaucratic 
conflict is certainly not absent from the 
East Asian NICs, the period of export-led 
growth in all four has been characterized 
by a relatively centralized and concentrated 
economic decision-making apparatus. 

Finally, political elites view the solu- 
tions to particular problems through the 
lens of the instruments available to them. 
Their options are limited or expanded by 
the tools they have at hand. This fact is 
important in explaining the way particular 
strategies are pursued. In Brazil, Mexico, 
Korea, and Taiwan, the turn to import sub- 
stitution corresponded with a period of 
state building and the accretion of new 
policy instruments. A number of variations 
in national policy can be traced to this early 
period of national consolidation. For ex- 
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ample, strong and conservative central 
banks developed early in Mexico and Tai- 
wan, compared to Korea and Brazil, where 
central banks have been subordinated to 
finance and planning ministries. 

An interesting example of the impor- 
tance of the instruments available to state 
elites is provided by the way the East Asian 
NICs adjusted to the shocks of the 1970s 
and 1980s. The Korean leadership turned 
to its control over the financial system to 
direct a second round of import substitu- 
tion. Taiwan relied to a greater extent on 
fiscal measures and particularly on state- 
owned enterprises, which had been a fea- 
ture of the KMT’s management of the 
economy since its rule on the mainland. 
Lee Kuan Yew’s consolidation of political 
power hinged critically on wooing key seg- 
ments of the labor movement into state- 
affiliated unions. Ever since, Singapore’s 
development strategy has hinged centrally 
on the control of wages. Hong Kong, by 
contrast, developed few instruments of in- 
tervention and has consistently relied on a 
market-oriented system of adjustment. 

Policy must always be viewed through 
the lens of what Barry Ames has called the 
“survival interests” of politicians.'® Poli- 
cies will reflect the effort to build and sus- 
tain coalitions. But the ability to do so also 
rests on characteristics of the state as an 
institution: the degree of autonomy from 
social forces; the cohesion of the policy- 
making apparatus, and the instruments 
state elites have at their disposal. 


Ideas: The transmission of 
policy-relevant knowledge 


If international constraints, societal in- 
terests, and state capacities could be shown 

16. Barry Ames, Political Survival: Politicians 
and Public Policy in Latin America (Berkeley: Uni- 
versity of California Press, 1987). 


139 


to determine policy choice, an ideational 
perspective would be superfluous. Yet the 
range of options open during a time of 
crisis is not entirely determined by these 
factors. The economic ideologies available 
to political elites often loom large as an 
explanation of state action. By “economic 
ideologies” I mean more or less coherent 
frameworks of policy-relevant knowledge. 
These ideas originate among professional 
economists and policy analysts and are 
transmitted through international organi- 
zations, bilateral aid missions, the training 
of professional economists, universities, 
research centers, and think tanks. 

The ideas of the United Nations Eco- 
nomic Commission on Latin America in 
the 1950s and 1960s and various forms of 
thinking that grew out of it provided a theo- 
tetically elaborated rationale for inward- 
looking policies. It is plausible that these 
ideological currents shaped the direction 
of economic policy in a number of Latin 
American countries, but since size, exter- 
nal shccks, and domestic political interests 
also pushed in the same direction, it is 
difficult to establish the independent role 
of ideas. The shift to export-oriented 
growth in East Asia, by contrast, provides 
a somewhat better testing ground since the 
structural constraints appear somewhat 
less binding, at least for the two larger 
NICs. Both faced declining U.S. aid com- 
mitments, but various ideas existed about 
how to respond. In the mid-1950s, more 
conservative KMT members championed 
a statist adjustment strategy, while young 
colonels in the Korean junta in 1962 and 
1963 were advocating so-called self-reliant 
policies. In both cases, the American 
Agency for International Development had 
influence on development thinking. Simi- 
larly, Hong Kong’s economic orientation 
has been institutionally entrenched in a 
succession of financial secretaries for 


140 


whom laissez-faire constituted a virtual ar- 
ticle of faith. 


CONCLUSION 


I began by tracing three growth trajec- 
tories and identifying critical transitions 
within them. Policy played an important 
role in these transitions. I outlined a series 
of causal variables aimed at explaining the 
salient differences between the Latin 
American and East Asian development 
paths. External shocks, whether from war 
or depression, played a critical role in the 
development of local manufacturing capa- 
bilities. Outside of the entrepôts, the con- 
trols instituted to manage balance-of- 
payment crises strengthened local manu- 
facturing interests both politically and 
economically. 

The crucial puzzle is why the East Asian 
NICs abandoned the strategy of import 
substitution to launch a new industrial 
course. Part of the answer is that they did 
not wholly abandon ISI; protection re- 
mained in place and the government 
played a role in developing new industries. 
Yet in comparative perspective, East Asian 
development does differ sharply from that 
of other developing countries. A second 
explanation is size and resource endow- 
ment. The East Asian NICs were too small 
and too poor in resources to rely on the 
domestic market. Market size helps ac- 
count for the lure of continuing import 
substitution in the larger Latin American 
NICs, but a number of developing coun- 
tries have pursued policies quite at odds 
with their comparative advantage. The 
deeper question is why these countries pur- 
sued growth-oriented policies at all. 

There are a number of factors that have 
not been considered here: the emphasis 
East Asian societies place on education; 
the role of Confucian culture; the proxim- 
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ity of Japan and the Japanese model. I have 
stressed three different pieces of the puz- 
zle, however. First, all of the East Asian 
NICs adopted a manufacturing-oriented 
growth strategy in the wake of external 
pressures: aid cuts for Korea and Taiwan, 
the severing of political relations with Ma- 
laysia for Singapore, and the interruption 
of trade with China for Hong Kong. Sec- 
ond, government institutions granted polit- 
ical elites a high degree of autonomy in 
pursuing their developmental goals. Freed 
to some extent from short-run political 
pressures, and controlling strong bureau- 
cracies and decision-making structures, 
state elites could formulate and implement 
coherent strategy. Finally, some attention 
must be paid to the diffusion of ideas 
through transnational networks, even 
though they were ultimately filtered 
through distinctive national institutions. 

This analysis suggests the need for 
some caution in drawing lessons from the 
East Asian cases. Some factors, such as 
external shocks, are beyond control, 
though their importance has hardly waned. 
The debt crisis is currently producing pro- 
found changes in economic policy and po- 
litical structures throughout the developing 
world. Strong states cannot be created 
overnight, nor should we forget the under- 
side of authoritarian rule in East Asia. Po- 
litical development has clearly lagged eco- 
nomic growth. 

Yet there are also some lessons to be 
learned. It is worth underlining, as other 
pieces in this volume do, that East Asian 
success did not spring from a blind faith in 
the market. While Hong Kong pursued a 
laissez-faire course, this was but one route 
to rapid growth. In the other NICs, state 
and market were viewed as complemen- 
tary. Second, economists give particular 
attention to specific policy reforms, such as 
devaluation or trade liberalization. My ac- 
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count suggests that equal weight must be 
given to institutional development. The 
NICs’ success is attributable in no small 
measure to bureaucracies and decision- 
making structures that generated consis- 
tent and credible policy. In supporting pol- 


icy reform, aid donors and international 
agencies could pay greater attention to cre- 
ating the institutional infrastructure that 
would generate informed, even if politi- 
cally constrained, policy decisions in the 
future. 
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Tigers in Latin America? 
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ABSTRACT: This article discusses the contrasting trade orientations of the East 
Asian newly industrializing economies — the four tigers — and Latin America. It 
questions some myths about the ingredients of East Asian policy success and 
draws attention to the underlying geopolitical factors that help to account for 
the contrasting trade performance of the two regions. It concludes that the East 
Asian experience is at least as aberrant as that of Latin America and that to call 
the former a model is a misnomer since the most essential ingredients are not 
transferable. 
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TIGERS IN LATIN AMERICA? 


WENTY-FIVE years ago no one 
would have dreamed of studying 

the four tigers—Hong Kong, Singapore, 
South Korea, and Taiwan — as a group, and 
still less of deriving lessons from their eco- 
nomic performance for transfer to Latin 
America. One British colony; one newly 
independent island state; one military- 
dominated product of the partition of an 
ancient Asian state; and one off-shore 
province of the celestial empire provision- 
ally occupied by the defeated side after a 
Communist revolution — what worthwhile 
generalizations could apply to these four, 
and even if such generalizations could be 
found, what likelihood was there that 
they would apply also to the twenty long- 
established Ibero-American republics? At 
a stretch someone might have attempted a 
political analogy: that in their different 
ways the four East Asian communities — 
they could hardly be called nations — were 
all reeling under the world historical up- 
heaval embodied in the Chinese Revolu- 
tion of 1949, while 19 of the Latin Ameri- 
can nation-states were to some extent 
responding to the trauma of the Cuban 
Revolution of 1959. Perhaps something 
could have been made of this argument but 
not too much, for Cuba is but an outpost of 
Latin America, overshadowed by the North 
American landmass, whereas China is the 
cultural, demographic, and geographical 
core of Asia. If it was accepted that Latin 
America needed lessons in economic man- 
agement from elsewhere, then, of course, 
it was assumed that such lessons would 
come from Europe or North America. Thus 
the Marshall Plan was invoked as the 
model for the Alliance for Progress, and 
critics of the Alliance turned not to Seoul 
or Taipei but to Chicago or Moscow for 
their alternative sources of inspiration. In 
this article I explore (1) the contrasting 
trade orientations of East Asia and Latin 
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America; (2) the apparent ingredients of 
East Asian policy success; and (3) the un- 
derlying geopolitical factors that help to 
account for the contrasting trade perfor- 
mance of the two regions and that limit the 
transferability of East Asian experience. 


THE RISE OF THE 
SUPER EXPORTERS 


How different is the geopolitical — and 
ideological—climate of the 1980s! The 
World Bank’s World Development Report 
for 1987 illustrates the transformation. It 
classified 43 developing countries into four 
categories according to their trade strate- 
gies between 1963 and 1985, namely: (1) 
strongly outward oriented; (2) moderately 
outward oriented; (3) moderately inward 
oriented; and (4) strongly inward oriented. 
Only three countries appeared in the first 
category: Hong Kong, South Korea, and 
Singapore. No doubt Taiwan would also 
have figured here if its diplomatic isolation 
since 1979 had not extended to its removal 
from official international statistics and 
world economic reports. By contrast, of the 
14 Latin American countries in the study, 
11 were classified as either moderately or 
strongly inward oriented, and only 3 were 
said to be moderately outward oriented. On 
the basis of this rather crude and arbitrary 
classification, the Report went on to observe 
that “total factor productivity increased much 
faster in the strongly outward-orientated 
economies than in the strongly inward- 
orientated economies,” which “suggests 
that rapid economic growth and efficient 
industrialization are usually associated 
with outward-orientated policies on trade.” 
The deduction that Latin America should 
adopt East Asian trade policies in the hope 
of then achieving East Asian rates of 
growth and export expansion was fairly 
unmistakable, although the Report did 
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enter the significant qualification that “the 
evidence in favour of outward-orientated 
over inward-orientated policies may be 
convincing, but the issue of how an econ- 
omy may be successfully moved from one 
to another is a separate question. Recent 
experience in Argentina, Chile and Uru- 
guay suggests that the transition to out- 
ward-orientated policies should be care- 
fully phased.”' So caveat emptor. 

Internal World Bank documents can be 
much more forthright, with phrases like 
“the extraordinary performance of the four 
low-income Far Eastern countries towers 
over and contrasts sharply with the inad- 
mirable performance of many middle in- 
come Latin American countries. Today 
(March 1988) the East Asian lessons take 
on a sense of urgency since many Latin 
American countries desperately need to 
grow out of their existing debt.” Compar- 
ing the 1980s with the 1950s, influential 
Latin American economists have docu- 
mented the same unflattering comparison: 
“There can be no doubt that Latin America 
has fallen dramatically behind Europe and 
East Asia. ... There is simply no reason to 
believe that ‘the Confucian work ethic’ or 
‘the Spanish heritage’ mean that East Asia 


1. World Bank, World Development Report 1987 
(New York: Oxford University Press, 1987), pp. 92, 
94 The evidence described here as “convincing” is, in 
fact, extremely thin: (1) the trade regimes of Hong 
Kong and South Korea are profoundly divergent both 
in history and in content; (2) correlation does not 
establish causation; (3) in a causal association the time 
lags should be indicated; (4) a sample of three coun- 
tries is too small to establish a general rule, especially 
when one of the three — Singapore — has to be excused 
as an exception (see ibid., p. 92), (5) the sample omits 
the fastest-growing developing country, which was 
not an East Asian super exporter. Botswana’s per 
capita come grew by 8.3 percent per annum between 
1965 and 1985, compared with 6.6 percent per annum 
for South Korea and 6.1 percent for Hong Kong. 
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can make it while Latin America cannot.”? 
Whereas real per capita income rose 7.6 
percent per annum between 1965 and 1985 
in Singapore and 6.6 percent per annum in 
South Korea, it grew only 4.3 percent per 
annum in Brazil over the same period and 
only 2.7 percent per annum in Mexico— 
not to mention just 1.7 percent per annum 
in the United States. The strongest indica- 
tor of divergence between East Asia and 
Latin America comes from the most recent 
forecast of the world economy from 1986 
to 1992, just published by a respected 
London-based economic team. This envis- 
ages a 135 percent rise in the volume of 
exports from the four tigers over the seven 
years, during all of which time these Asian 
developing countries will be running large 
current-account surpluses on their balance 
of payments. By contrast, the volume of 
Latin American exports is forecast to grow 
by only 20 percent over the same period, 
during which world trade in general will 
grow by 46 percent. In this view, Latin 
America will still be facing severe balance- 
of-payments deficits and will be acutely 
burdened by debt in the middle of the next 
decade? 


2. Bela Balassa et al., Toward Renewed Eco- 
nomic Growth in Latin America (Washington, DC: 
Institute for International Economics, 1986), pp. 19, 
21. For a more solid discussion, see Gustav Rants and 
Louise Oppock, “Latin Amenca and the East Asian 
NICs. Development Strategies Compared,” in Latin 
America and the World Recession, ed. Esperanza 
Durán (New York: Cambridge University Press, 
1985), pp. 48-66. 

3. National Institute Economic Review, no. 25, 
p. 35 (Aug 1988). Similarly, OECD Economic Out- 
look, no 44, p. 59 (Dec. 1988), foresees a rise from 
7.7 percent to 8.8 percent in the four tigers’ share of 
world exports between 1987 and 1990, during which 
period Latin Amenca’s share seems certain to languish 
at around 4.0 percent, the lowest level this century. The 
United States’ share is expected to remain below 12.0 
percent. 


TIGERS IN LATIN AMERICA? 


LESSONS AND THEIR 
NONTRANSFERABILITY 


What lessons might be learned in Latin 
America from the economic policy suc- 
cesses of the four tigers? And what would 
Latin America look like if it successfully 
borrowed from these East Asian examples? 
The answer to the second question is rather 
odd and suggests that perhaps there were 
unusual geopolitical conditions that helped 
generate such a strong outward orientation 
in the four Asian economies, conditions 
that cannot easily be replicated elsewhere. 
In fact, these small overcrowded territories 
were all artificially truncated from their 
respective hinterlands by the political con- 
flicts of the 1950s and 1960s, with the 
result that for national security, as much as 
for economic reasons, they were con- 
strained to seek commercial outlets in dis- 
tant and unfriendly markets, In the absence 
of equivalent political traumas in Latin 
America, it may be doubted whether it 
makes any sense to imitate such an extreme 
degree of outward orientation as the tigers 
have achieved. On the contrary, with the 
passage of time, the initiating spur to East 
Asia’s outward orientation could be ex- 
pected gradually to fade. 

First, though, what are the lessons of the 
East Asian experience? To answer this 
question we should look carefully at the 
policies actually implemented there, rather 
than at the stylized policy package many 
international advisers have rather casually 
invoked to explain the region’s remarkable 
economic success. Looked at in this way, it 
turns out that there is a surprisingly wide 
range of policies the Latin American might 
choose between, reflecting the consider- 
able variation of conditions between the 
four territories and over time. There is 
therefore considerable room for differ- 
ences of interpretation over what consti- 
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tuted the decisive ingredients of policy suc- 
cess in East Asia, and no single prescription 
emerges as the one sure path to rapid 
growth. Nevertheless, there are some 
strong and recurrent patterns. 


THE INGREDIENTS OF 
POLICY SUCCESS 


These were all, for example, highly cen- 
tralized, relatively well educated, and well- 
disciplined societies without extreme ine- 
qualities of rural landownership, governed 
by regimes with a clear sense of direction 
and the ability to take a long view, if nec- 
essary overriding temporary resistance or 
sectional protest. Various labels have been 
proposed for this condition: hard states; 
modernizing authoritarian regimes; devel- 
opmental dictatorships; national security 
regimes.“ 

One lesson for Latin America, then, 
could be that the four tigers have shared in 
a particular style of policymaking: central- 
ized, disciplined, and long-term. That style 
could have contributed as much as the ac- 
tual content of the policies to East Asia’s 
remarkable economic success. Indeed, 
there are some policies that may only suc- 
ceed at all on condition that they are imple- 
mented in such a style. If so, then Latin 
American economic managers who do not 
happen to command a so-called hard state 
might have to practice a more consultative 
and incremented style of policymaking, 
and that in tum might require a somewhat 
different mixture of policies. 


4. The seeming uniqueness of the British colo- 
nial regime in Hong Kong may preclude its inclusion 
under these headings. In fact, power is shared between 


+ the formal political authorities, some business inter- 


ests, and the representatives of Beijing, but this tacit 
condominium niles over a highly disciplined and cen- 
tralized society and can adopt a relatively long view, 
thai 1s, at least to 1997. 
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The content of the policies is also criti- 
cal, however. Because South Korea alone 
accounts for about half the gross national 
product and over half the population of the 
four tigers, it is appropriate to concentrate 
on the history of Seoul’s development 
strategy, even though it cannot be taken as 
representative of the entire group. The fol- 
lowing key points can been extracted from 
a recent World Bank country study. 


Korea’s export “takeoff”... would not have 
been possible withcut decisive and innovative 
policies. These included a rationalized ex- 
change rate regime, selective import liberaliza- 
tion, directed credit, and a host of finely-tuned, 
export-promoting instruments. . . . Korean 
strategy did not wholly conform to theoretical 
prescriptions. Government intervention ex- 
ceeded the level generally held to be appropri- 
ate. And while some crucial prices were “gotten 
right”, others remained distorted... . The 1961- 
73 period represented a unique combination of 
aggressive orientation and classic import protec- 
tion. Korean policymakers had a clear control 
over trade, exchangs, and financial policy, as 
well as aspects of industrial decision-making. .. . 
[Until 1975 Korean companies] continued to 
have to meet export performance requirements 
in order to qualify as an importer. .. . Before 
1967 most commodities could not be imported 
into Korea. ... unless the industry association 
representing import-competing firms certified 
the absence of adequate domestic substi- 
tutes. .. . [Thereafter] Korea’s trade policy was 
marked not by the absence of protection in 
general, but by its absence in those industries 
that had strong export potential. .. . protection 
of the domestic market was high in industries in 
which Korea did not face strong export pros- 
pects. ... Support for exports was pervasively 
channeled through the state-controlled banking 
system. . . . Following explicit priorities of 
Government, banks increasingly used export per- 
formance as the criterion of credit-worthiness. 
Access to bank credit was extremely important, 
since the bank lending rate was substantially 
below the cost of borrowing in the alternative 
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curb market. . . . Institutions such as trade pro- 
motion meetings, industry and firm level export 
targets, close surveillance of export perfor- 
mance, and special awards for export achieve- 
ments are legendary. . . . These instruments, 
backed by high-priority lending to exporters, 
gave trade performance extraordinary visibility 
and doubtless helped to focus the efforts of all 
economic institutions — firms, banks, and the 
bureaucracy. ...A new Tax Exemption and Re- 
duction Control Law [1975] gave five-year tax 
holidays, investment tax credits and accelerated 
depreciation to designated “key” industries. At 
the same time other businesses faced higher 
taxes.... Since 1979 Korea has pursued a slow, 
but deliberate policy of [import] liberalization. 
In contrast to the liberalization experiences in 
South America, there is little urgency or drama 
to this effort. The government is withdrawing 
slowly, although unevenly, in the policy areas 
of domestic finance, import barriers and domes- 
tic export promotion. ... To understand the im- 
portance of the reform program, it is worth 
noting that there is no strong constituency for 
liberalization in Korea, in part because con- 
sumption goods, the items most heavily pro- 
tected, account for only about five percent of the 
current import bundle, but also because there is 
also a strong Korean sense of self-reliance. Lib- 
eralization per se is only seen as a useful process 
if it: (i) improves external competitiveness. 


...0F (ii) is necessary to appease trade partners.” 


MORE GOVERNMENT OR LESS 


Latin American governments seeking to 
emulate South Korea’s remarkable trade 
performance might therefore consider giv- 
ing the minister of finance the power to 
appoint commercial bank presidents and to 
order the priority allocation of subsidized 


5. Korea: Managing the Industrial Transition 
(Washington, DC: World Bank, 1987), pp. 29, 31, 36, 
42, 60. Cf. Robert Wade, “East Asian Financial Sys- 
tems as a Challenge to Economic Orthodoxy: Lessons 
from Tarwan,” California Management Review, 27(4) 
(Summer 1985). 
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credit to those firms and sectors that fulfill 
centrally planned targets of export expan- 
sion. Rapidly rising levels of agricultural 
protection could be introduced as the in- 
dustrial sector expands. Automobile im- 
ports could be precluded either by an out- 
right ban or through penal levels of 
taxation. In Korea, although the domestic 
automobile industry was producing nega- 
tive value added at world prices as recently 
as 1982, this was no bar to an aggressive 
export drive that increased passenger vehi- 
cle output tenfold in the ensuing six years. 
Direct foreign investment by multinational 
corporations could be downplayed and for- 
eign portfolio investment via the stock 
market could be carefully restricted to a 
handful of locally managed funds. In 
Korea, the law forbids direct foreign own- 
ership of local equity and stipulates that 
foreign holdings must not exceed 10 per- 
cent of total market capitalization or 10 
percent of the voting rights in any Korean 
private company. Strikers could be threat- 
ened with the death penalty. Latin Ameri- 
can governments that adopted such mea- 
sures could point to the Korean example to 
show that they are compatible with a 
strongly outward orientation of trade policy. 


TRADE INTENSITY 


What would the economy of Latin 
America look like if the emulation of the 
policies of the largest Asian tiger resulted 
in Korean-style export dynamism? South 
Korea’s exports have reached 45 percent of 
national income, compared with 60 percent 
for Taiwan, well over 100 percent in the 
case of Hong Kong, and over 150 percent 
for Singapore. At the current level of na- 
tional income, Latin American exports 
would have had to rise more than threefold 
to reach the Korean ratio of openness. If 
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such trade expansion raised Latin Amer- 
ica’s national income above the present 
depressed level, as it surely would, then to 
teach Korea’s level of openness would re- 
quire that much more in additional exports. 

The least one can say is that if Latin 
America were now to emulate Korea’s cur- 
rent ratio of exports to gross national prod- 
uct, the subcontinent would be exporting 
substantially more than the United States 
presently sells abroad. If Latin America 
were also to replicate the trade and current- 
account surpluses presently achieved by 
the four tigers, this could destabilize the 
world economy as did the Organization of 
Petroleum Exporting Countries’ surplus of 
the 1970s, or the Japanese so-called struc- 
tural surplus of the 1980s. 

These may seem far-fetched thought ex- 
periments, but they point to a significant 
practical conclusion. Not all countries — 
not even all Latin American countries — 
can be tigers at the same time. Latin Amer- 
ica currently has almost 5 times the 
population, 3 times the gross national prod- 
uct, and over 100 times the territorial ex- 
tension of the four East Asian territories, all 
of which limit the extent to which the 
latter’s extreme trade orientation can be 
imitated. Both the demands of internal de- 
velopment and the international con- 
straints on super exporting would act to 
limit Latin America’s outward orientation 
long before the region could reach current 
East Asian levels of trade dependence. 
None of this is to argue against greater 
Latin efforts at export promotion, but it 
does cast doubt on whether the four tigers 
offer an appropriate model. 

The East Asian trade experience has 
been at least as aberrant as the Latin Amer- 
ican counterpoint. One indicator of this is 
that the long-term growth of East Asian 
exports has been around three times as fast 
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as world trade, whereas that of Latin Amer- 
ican exports has been around two-thirds as 
fast.° Economists have rightly rejected cul- 
tural explanations for this divergence and 
have stressed the impact of policy, but then 
they have tended to view the policy choices 
as if they were entirely voluntary. The main 
structural explanation for policy diver- 
gence that has been offered is that East Asia 
is resource poor, whereas Latin America is 
resource rich. But this generalization is too 
loose and too ahistorical to explain much. 


A GEOPOLITICAL 
EXPLANATION 


A geopolitical explanation has more 
precision and helps to clarify how far the 
experience of the tigers is transferable else- 
where. To begin with, three of the four East 
Asian territories have, almost from the 
original moment of settlement, been ex- 
ceptionally outward oriented. Hong Kong 
and Singapore were, of course, founded in 
the nineteenth century as international 
trading posts within the British empire, and 
since the sixteenth century Taiwan has 
been occupied successively by the Portu- 
guese, the Dutch, the Spanish, the French, 
and the Japanese. The arrival of 2 million 
Chinese refugees from the Communist 
mainland in 1949 was just the last in this 
succession of impositions from abroad. 
Korea is the only country with a predomi- 
nantly indigenous history, but from 1910 to 
1945 Korea was a colony of Japan, which 
forbade teaching in the Korean language, 
and it has been partitioned by the super- 

6. Paradoxically, both deviations from the main- 
stream of world trading practices have been blamed 
for contributing to the U.S. trade deficit. The four 
tigers hurt the U.S. trade balance by their lopsided 
emphasis on exporting, while poor Latin American 
export performance causes them debt-servicing prob- 


lems and thus an inability to finance imports from the 
United States. 
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powers since 1953. In Latin America, only 
Cuba, Panama, and Puerto Rico have re- 
motely comparable histories of outward 
orientation. 

The Chinese Communist victory of 
1949 and the Korean War of 1950 severed 
three of these territories from their respec- 
tive economic hinterlands. Singapore was 
expelled from the Malaysian Federation in 
1965 with milder but to some extent com- 
parable psychological effect. Consider the 
impact of these political events on the pre- 
existing trade and investment regimes. Ob- 
viously, the Kuomintang government in 
Taiwan allowed no commercial or finan- 
cial relations with the Chinese mainland, 
which it considered occupied by usurpers. 
To this day Taipei formally claims to be the 
legitimate government of all China — those 
elected in 1948 still constitute the national 
Congress seated in Taiwan — and still for- 
bids direct economic exchange with the 
mainland. The Taiwanese attempted to 
compensate for their international political 
isolation by very active economic ex- 
change with the non-Communist world. 
Taiwan is not a conventional member of 
the multilateral trading system in that it 
grants preferential tariff rates to U.S. sup- 
pliers, thus contravening the most-favored- 
nation provision, and accumulates huge 
gold reserves. About 40 percent of its ex- 
ports go to the United States, although 
diplomatic relations have been broken 
since 1979. 

The international political status of 
Hong Kong is equally anomalous. A Brit- 
ish colony until 1997, it will revert to Chi- 
nese sovereignty under a “one country, two 
systems” formula thereafter. Much of the 
capital located in Hong Kong originated in 
refugee flight in the late 1940s. Shipown- 
ers from Shanghai, for example, literally 
brought their ships with them to the British 
colony at that time. Then, when Beijing 
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entered the Korean War, the West imposed 
a trade embargo against the mainland, and, 
of course, Hong Kong as a colony had to 
comply. This forced the entrepôt to switch 
into manufactured exports targeted at dis- 
tant markets. As 1997 draws near, however, 
Hong Kong’s economic orientation is 
swinging back toward the Chinese interior. 
Whereas Kuomintang forces occupy 
Taiwan and British troops are for the time 
being garrisoned in Hong Kong, it is the 
U.S. military that underpins the Seoul 
regime’s international orientation. Obvi- 
ously, trade with the North and with China 
was precluded by the Korean War. After an 
unpleasant 35 years as a Japanese colony, 
the South Koreans were not keen to con- 
tinue a semicolonial economic relationship 
with Tokyo. Various restrictions concern- 
ing foreign investment and the protection 
of the home market can probably be 
viewed as defenses against renewed Japa- 
nese domination. The relationship between 
South Korea and Japan is, of course, quite 
complex and includes substantial Japanese 
assistance for South Korea’s export drives 
as well as a strong sense of rivalry.’ 
Seoul’s centralized and disciplined ap- 
proach to the conquest of foreign markets 
demonstrates that if war is the continuation 
of politics by violent means, trade can be 
the continuation of war—a military strug- 
gle for survival—by economic means. 
Here, for example, is how the World Bank 
country study on Korea interprets the 
heavy-chemicals-industry drive of 1973- 
79: “The opening of US relations with 
China and the fear of a possible withdrawal 
of American troops prompted the Govern- 
ment to seek an industrial base for an inde- 


7. See Dal-joong Chang, Economic Control and 
Political Authoritarianism. The Role of Japanese Cor- 
porations in Korean Development, 1965-79 (Seoul: 
Sogang University Press, 1985). 


149 


pendent defence effort.” ë The South Ko- 
reans may now conclude that they have 
won their battle for survival, in which case 
their military approach to international 
trade could start to relax.” Moreover, if the 
two Koreas were ever to be reunified, then 
the conquest of distant markets would be- 
come a lesser priority. 

In fact, all of the four tigers are currently 
seen on the verge of drastically reconsider- 
ing their external orientations. No doubt 
their huge economic successes contribute 
to these reassessments, but the root cause 
is a profound change in the geopolitical 
conditions that first spurred them into 
super exporting. In the future they will 
have far better prospects of commerce and 
investment in adjoining less developed 
hinterlands than has been the case over the 
past forty years. East Asia’s tigers may well 
become more herbivorous, just as their ex- 
ample is being invoked to spur Latin Amer- 
ica to greater aggressiveness in economic 
matters. 

This geopolitical interpretation of the 
tigers underscores factors that would tend 
to limit the relevance of their experience 
for Latin America. A longer discussion 
would be needed to analyze the patterns of 
inward-looking development in Latin 
America; the role of the hinterland in di- 
verting energies away from external mar- 
kets; the regional consequences of being 
sheltered for so long from the wars and 

8. Korea: Managing the Industrial Transition, 
pp. 38-39 

9. With the establishment of democracy, South 
Korea’s military attitude toward social discipline 
could also begin to ease. In 1988, the Ministry of 
Defense admitted that over 6400 military personnel 
had diec since 1980, including 2200 reported suicides 
and 299 killed in assaults by superiors on juniors. The 
major parties have called for a thorough investigation. 
Sumilarly, some large firms that employed armed 
gangs tc intimidate labor activists are now under pres- 
sure to reconsider their employment practices. 
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revolutions that have wracked the Old 
World; the problems of too much continu- 
ity with an oligarchic and seignorial past. 
Here it must suffice to say that the charac- 
teristic conditions of Latin America are not 
confined to that continent; the Philippines 
seems more Latin American than East 
Asian, for example. 

No doubt there are some limited lessons 
that can be borrowed from the experience 
of the Asian super exporters, just as there 
are lessons that can be derived from com- 
paring one Latin American country with 
another. It is far from clear, however, that 
the cause of economic recovery in Latin 
America is well served by exaggerating the 
applicability of East Asian models or by 
serving up policy packages based on 
highly selective—and often downright 
misleading — interpretations of what the ti- 
gers have been doing and why. Viewed in 
a proper historical and geopolitical con- 
text, these Asian experiences seem quite 
sui generis, not readily transferable, and 
not even problem free for those most di- 
rectly involved. It should be borne in mind, 
for example, that nearly all the inhabitants 
of the four territories are Chinese and Ko- 
rean speakers, whereas the elite controlling 
the outward orientation has to be fluent in 
English. 


CONCLUSION 


It is worth recalling that, with a sixth of 
the population of Latin America, the four 
tigers require an equal number—1.1 mil- 
lion men—to serve in the armed forces. 
The East Asians spend about 6 percent of 
their national income on defense, com- 
pared with the little more than 1 percent 
spent by the South Americans. Given their 
recent history and geopolitical location, it 
is hardly surprising that the inhabitants of 
these four Asian territories feel vulnerable 


THE ANNALS OF THE AMERICAN ACADEMY 


and seek both strong defenses and close 
ties with distant protectors. With a total 
population of about 70 million people, 
many of them first- or second-generation 
refugees from the political upheavals of the 
hinterland, they are crowded into a total 
land surface —for the four territories — of 
only 53,000 square miles, which is about 
the area of Arkansas, or only three-quarters 
of the space occupied by the 3 million 
inhabitants of Uruguay. Their territory is 
more densely populated than Holland and 
far less fertile. This background should 
help to explain why their economies are so 
strongly outwardly oriented, although with 
the normalization of relations with their 
neighbors, the urgency of this priority may 
gradually fade. It should also underscore 
the reason why the four tigers hardly con- 
stitute an adequate model of economic and 
social organization for transfer to Latin 
America. 

To say this is not to argue that export 
promotion is unimportant for Latin Amer- 
ica or that Latin Americans are in any way 
inevitably condemned by their geographi- 
cal location to their present marginal posi- 
tion in world trade. On the contrary, at 
various periods in world history a variety 
of different regions and sectors within the 
subcontinent have risen to positions of 
prominence in world trade comparable to 
that of the East Asian countries today. The 
silver mines of Peru played such a role in 
the sixteenth century, as did those of Mex- 
ico in the eighteenth. Argentina made a 
vital contribution to the world food trade in 
two world wars; first Mexico and later 
Venezuela occupied the role of foremost 
oil-exporting nation in the 1920s and 
1950s, respectively. Even in the 1980s 
there are scattered pockets of the Latin 
American economy that are as intensely 
engaged in some form of international 
trade as the archetypal East Asians: the 
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small island of Puerto Rico with 3 million 
inhabitants, a per capita income similar to 
that of Taiwan, and a comparable ratio of 
exports to gross national product; also 
some cities on the northern border of 
Mexico, not to mention certain narcotics- 
exporting enclaves. What these examples 
suggest to many Latin Americans, how- 
ever, is that super exporting can be 
achieved at too heavy a price —in national 
sovereignty, in interregional imbalance, or 
in overspecialization. 

Latin America’s current trade problems 
are serious and therefore the region will 
require a long period of systematic effort to 
regain world market share. But export pro- 
motion will have to be reconciled, as will 
other urgent social demands including de- 
mocratization, disinflation, and the tem- 
pering of acute regional and social inequal- 
ities. There is little prospect of any Latin 
American society’s achieving the single- 
minded unity of purpose that has charac- 
terized the trading conquests of the four 
tigers. 

The only part of East Asia sufficiently 
similar to offer a basis for realistic compar- 
isons with Latin America is the Philippines, 
whose trade performance is very different 
from the four super exporters. In the Phil- 
ippines, as in most of Latin America, the 
appropriate trade goal for the 1990s would 
be a modest and orderly shift of resources 
into the internationally traded sector; for 
example, a rise in exports to'25 percent of 
national income might be appropriate, 
rather than to 70 percent. This economic 
shift needs to be accompanied by a pro- 
gressive strengthening of the rule of law 
and the institutions of representative gov- 
ernment and by the incorporation of ex- 
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cluded sectors and neglected regions. This 
is hardly a description of the develop- 
ment strategy that was adopted by the super 
exporters. 

According to the Argentine writer Jorge 
Luis Berges, to see one’s first tiger in the 
zoo is one of the most universal pleasures 
of childhood. 


Plato (if he were invited to join in this discus- 
sion) would tell us that the child had already 
seen the tiger in a primal world of archetypes, 
and that now on seeing the tiger he recognizes 
it. Schopenhauer (even more wondrously) 
would tell us that the child looks at the tigers 
without fear because he is aware he is the tigers 
and the tigers are him or, more accurately, that 
both he and the tigers are but forms of that single 
essence, the Will.” 


The child within us empathizes with the 
tiger. 

A little empathy and a passing acquain- 
tance with their recent history should help 
us to understand what has made the four 
tigers so aggressive in the pursuit of distant 
outlets for their products. But both history 
and empathy would also suggest that after 
a generation or two, even the most single- 
minded of super exporters would begin to 
doubt whether this was the only worth- 
while objective to pursue. As Borges 
sought to demonstrate, we all carry within 
us not only the tiger but also a great many 
other beasts, both real and imaginary. It 
may be salutary to remind Latin Americans 
of their neglected internal tigers, but it is 
surely the East Asians who most need to 
reestablish contact with the rest of their 
subconscious bestiary. 


10. Jorge Luis Borges, The Book of Imaginary 
Beings (New York: Penguin, 1974), p. 13. 
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Labor and Development Policy 
in East Asia 


By FREDERIC C. DEYO 


ABSTRACT: The rapid industrial transformation of South Korea, Taiwan, 
Singapore, and Hong Kong has in part been sustained by state development 
strategies oriented exclusively toward the needs of capital. Less often have 
criteria relating to the welfare of workers entered directly into state policy except 
insofar as such criteria are supportive of growth. Underlying this pattern of 
strategic priorities is the insulation of development planners and corporate 
executives from the political demands and opposition of workers. While polit- 
ical controls go some distance in explaining the political weakness of East Asian 
workers, the more fundamental causes are to be found, first, in the nature of 
employment relations in these countries and, second, in the sequencing of 
political and economic changes during the course of industrialization. 
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LABOR AND DEVELOPMENT POLICY IN EAST ASIA 


NDUSTRIALIZATION in Western Eu- 
rope and the United States was shaped 
and conditioned by a need on the part of 
economic and governmental elites to ac- 
commodate popular-sector demands in 
economic decision making. These class 
compromises were reflective of emergent 
political influence on the part of farmers, 
urban workers, and a dynamic middle 
class. In Latin America, labor movements 
entered into populist coalitions that pro- 
vided the basis for industrial development. 
In East Asia, by contrast, labor and other 
popular-sector groups were entirely ex- 
cluded politically from the developmental 
coalitions and economic decision making 
that fostered industrialization. In Japan, 
from the early state industrial initiatives of 
the 1880s and 1890s through war mobili- 
zation and defeat in World War II, workers 
achieved little enduring political influence 
in economic policy. Following a period of 
heightened postwar labor militancy, Japa- 
nese elites reestablished effective control 
over workers during the 1960s. 

The Japanese pattern of narrow devel- 
opmental elite coalitions and the political 
exclusion of popular-sector groups from 
economic policy was followed closely by 
the so-called new Japans: South Korea, 
Taiwan, Hong Kong, and Singapore. In 
these countries, industrial policy through 
the 1960s and 1970s flowed directly from 
the economic and developmental priorities 
of corporate and state elites. To the extent 
that elite priorities incorporated dis- 
tributionist and welfare considerations, 
such considerations were directed by the 
needs of long-term development or in order 
to preempt and forestall future political 
opposition, rather than in response to pol- 
icy demands from popular-sector groups. 

This article seeks to explain the political 
insulation of East Asian technocratic plan- 
ners and corporate elites during the period 
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of rapic industrial transformation in the 
1960s and 1970s, as well as the compro- 
mised political position of these elites in 
some countries during the democratic 
opening of the mid-1980s. It is argued that 
the nature of political regimes, while im- 
portant, fails fully to explain labor’s polit- 
ical exclusion and that considerations both 
of economic structure and of the sequenc- 
ing of political and economic change 
provide further keys to an adequate un- 
derstanding of this unique development 
experience. 


INDUSTRIAL POLICY AND 
THE POLITICAL EXCLUSION 
OF LABOR 


There are two very different explana- 
tions for rapid economic growth in Singa- 
pore, Hong Kong, Taiwan, and South 
Korea, the newly industrializing countries 
(NICs) of East Asia. The first and better- 
established of these explanations holds that 
export-oriented industrialization (EOD is a 
product of liberal trade regimes, private- 
sector decision making, and the free play 
of markets, with government action con- 
fined to the creation of a modern infrastruc- 
ture and provision of a stable incentive 
system. Where more extensive govern- 
ment intervention has occurred, it has been 
more of an obstacle than a stimulus to 
growth.’ This view is best confirmed by the 
rapid industrialization in Hong Kong under 
a regime of minimal state controls over 
trade and investment. To a somewhat lesser 
extent, it models the early EOI period of the 
1960s in Singapore, Taiwan, and South 
Korea, where trade liberalization and re- 
duced state intervention encouraged new 
investment in light export manufacturing. 

1. Bela Balassa, “The Lessons of East Asian De- 


velopment: An Overview,” Economic Development 
and Cultural Change, supp., 36(3) (Apr. 1988). 
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The liberal explanation of East Asian 
development is challenged by a statist 
model, which emphasizes the develop- 
mental role of strong states in fostering and 
guiding rapid economic growth in this re- 
gion.’ At the center of this model are pow- 
erful state economic agencies that inter- 
vene directly in economic affairs, guiding 
investment into priority industries, estab- 
lishing direct ownership or control in stra- 
tegic sectors, and using their power during 
times of economic crisis to restructure the 
economy. The statist view best models the 
experience of the 1970s in South Korea 
and, to a somewhat lesser degree, Taiwan 
and Singapore.’ 

Beyond such cross-national and tempo- 
ral variation in the applicability of liberal 
and statist views, these otherwise opposed 
positions do share important common 
ground. Each presupposes the virtual elim- 
ination of broad political debate of devel- 
opmental alternatives, and the exclusion of 
nonelite groups from politics. In all four 


2. Chalmers Johnson, “Political Institutions and 
Economic Performance: The Government-Business 
Relationship in Japan, South Korea, and Taiwan,” in 
The Political Economy of the New Asian Industrial- 
ism, ed. Frederic C Deyo (Ithaca, NY. Cornell Uni- 
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nomic Development and Cultural Change, supp., 
36(3) (Apr. 1988); Peter Evans, “Class, State, and 
Dependence ın East Asia: Lessons for Latin Amer- 
icanists,” in Political Economy of the New Asian In- 
dustrialism, ed. Deyo. See also the excellent collection 
of articles in Robert Wade and Gordon White, eds., 
Developmental States in East Asia. Capitalist and 
Socialist, IDS Bulletin 15 (Brighton, England: Insti- 
tute of Development Studies, 1984) 
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cases, rapid industrialization has reflected 
an overwhelming priority given to eco- 
nomic expansion and the needs of capital, 
with a corresponding neglect of the 
redistributional and welfare demands of 
workers and farmers. In Taiwan, Singa- 
pore, and South Korea, such popular-sector 
political exclusion permitted rapid strategy 
shifts that initiated structural responses to 
the successive crises facing these econo- 
mies over the 1960s and 1970s. In Hong 
Kong, colonial authorities both resisted 
popular demands for expanded welfare 
services and shielded private-sector eco- 
nomic elites from leftist political agitation. 

This is not to argue that social welfare was 
entirely ignored. Indeed, a labor-intensive 
industrialization strategy was in part 
adopted to alleviate high and politically 
unacceptable levels of poverty and unem- 
ployment. Nor is it to assert that industrial 
transformation has not had beneficial so- 
cial consequences. East Asian develop- 
ment has been associated with egalitarian 
income distribution, full employment, and 
dramatic gains in social welfare.’ Rather it 
is argued that to the extent that welfare 
issues have been addressed, their impor- 
tance has derived less from political neces- 
sity than from the requirements of contin- 
ued growth itself. A useful illustration of 
this point is to be found in the substantial 
wage increases instituted by Singapore’s 
National Wages Council in the years 1979- 
81. These increases were prompted not by 
the demands of workers, whose unions typ- 
ically support government calls for wage 
constraint. Rather, they were but part of a 
larger program to discourage further in- 
vestment in light, labor-intensive manu- 
facturing in favor of higher-value-added 
industry. 

4. Frederic C. Deyo, Beneath the Miracle: Labor 


Subordination in the New Asian Industrialism (Berke- 
ley: University of California Press, 1989). 
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The relative neglect of welfare criteria 
in economic policy is readily documented. 
The global competitiveness of East Asian 
light-industry exports during the 1960s and 
early 1970s derived in large measure from 
low wages, a very long workweek, and an 
absence of minimum-wage or social secu- 
rity legislation. As late as 1980, hourly 
compensation costs for production workers 
in manufacturing remained lower in South 
Korea and Taiwan than in Mexico and Bra- 
zil, the two major Latin American NICs. 
Even today, despite increased attention to 
worker welfare, the percentage of total 
government expenditure for health, social 
security, and welfare remains about one- 
third that of the Latin American NICs." The 
average workweek remains extremely 
long, especially in South Korea and Hong 
Kong; work safety records are bad, espe- 
cially in Taiwan; and minimum wage and 
social security provide little protection to 
workers, especially in light industries. In 
Hong Kong, state provision for housing, 
education, and health facilities, all justifi- 
able as investments in human capital, were 
not accompanied by social security sys- 
tems or unemployment compensation. 
More generally, the often remarked-upon 
welfare gains of East Asian workers have 
flowed less from welfare-oriented policy 
than from the long-term consequences of 
sustained industrialization itself. In the 
shorter run, workers endured the sacrifices 
demanded of them for the sake of future 
development. 

If state policy priorities necessitated the 
political exclusion of the working classes, 
so did the speed with which such policy 
was periodically reoriented. Taiwan, Sin- 
gapore, and South Korea have displayed a 
remarkable capacity to respond quickly 
and flexibly to emergent economic crises. 
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The policy responses to these crises, espe- 
cially the shift to EOI in the 1960s and the 
subsequent turn to capital- and technology- 
intensive industry in the 1970s, entailed 
fundamental changes of economic strategy 
and structure. These shifts, while subject to 
debate at top policymaking levels, were 
subject to little open political discussion. 
Legislative deliberation was abbreviated 
and primarily reactive, and industrial asso- 
ciations were consulted at best, and more 
in matters of implementation than of basic 
policy formulation. Above all, there was 
virtually no inclusion of popular-sector 
leadership at any stage. To what, then, can 
we attribute the extreme political insula- 
tion of economic decision makers from 
popular political pressure during the 1960s 
and 1970s? Authoritarian political controls 
provide a partial answer. The impact and 
success of these controls, however, are 
strongly contingent on additional and rela- 
tively ceglected consequences both of eco- 
nomic structure and of the sequencing of 
economic and political change. 


THE WEAK POPULAR SECTOR: 
THE POLITICS OF EXCLUSION 


The shift to light export manufacturing 
in the 1960s centered on the mobilization 
of labor, the major development resource 
available to these small and otherwise 
poorly endowed countries. That the com- 
petitive international position of East Asian 
economies was predicated on the mainte- 
nance of low labor costs, industrial peace, 
and worker reliability and productivity was 
explicitly recognized in state planning. In 
cases where labor demands jeopardized or 
compromised the new strategy, as in Sin- 
gapore at the very outset of the new strat- 
egy in the mid-1960s and in South Korea 
in the late 1960s, repressive labor legisla- 
tion backed by police coercion stifled dis- 
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sent. In Taiwan, martial law, established 
some years earliez and for largely political 
reasons, had already effectively silenced 
erstwhile popular-sector critics of state 
policy. 

While government controls clearly en- 
hanced the political insulation of state 
planners, the very effectiveness of those 
controls over many subsequent years of 
development must itself be explained. 
Tight authoritarian controls over popular- 
sector opposition have been attempted 
throughout the Third World. The effective- 
ness of those controls, however, especially 
in Taiwan and Singapore, cannot alone be 
explained by the characteristics of labor 
regimes themselves. Rather, the sources of 
effectiveness are rooted as well in circum- 
stances that undercut political and opposi- 
tional organization among subordinated 
groups. Of particular importance in East 
Asia are characteristics of employment 
systems associated with the period of rapid 
expansion in export manufacturing. 


THE IMPACT OF 
EMPLOYMENT SYSTEMS 


Characteristics of employment relate 
closely to the pervasive weakness of East 
Asian popular sectors with respect to in- 
jecting a working-class agenda into eco- 
nomic decisions taken by employers and 
state policymakers.° EOI, in contrast to the 
more limited import-substituting industri- 
alization during colonial and postwar peri- 
ods, created a vastly enlarged industrial 
work force. Whereas manufacturing work- 
ers had comprised 8-15 percent of the total 
work force in these countries during the 
mid-1960s, by 1985 manufacturing work- 
ers comprised roughly one-quarter of all 
workers in South Korea and Singapore and 


6 Much of this section draws from ibid., chaps 
6-7. 
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one-third in Taiwan. But to conclude from 
such statistics that the organizational and 
political capacity of the now transformed 
labor force was thereby enhanced is to 
ignore important differences in the manner 
in which the emergent industrial work 
force was harnessed to the requirements of 
industrialism. Indeed, even to speak of the 
proletarianization of the work force ob- 
scures more than it reveals. In point of fact, 
the industrialization process in East Asia 
had a very uneven impact on the political 
capacity of workers, and only in South 
Korea has it generated a strong proletarian 
challenge to ruling groups. 

Beginning in the early years of EOI in 
the 1960s, multitudes of young female 
workers have migrated to urban areas and 
to export-processing zones and industrial 
parks to find employment in the large 
light-industry factories that produce labor- 
intensive consumer goods for world mar- 
kets. These workers often migrate in search 
of temporary work in order to achieve tem- 
porary independence, purchase a few lux- 
ury consumer goods, and send remittances 
home to help support parents and siblings. 
This pattern of short-term job commitment 
is especially pronounced for the young un- 
married women who expect to marry and 
establish a family, withdrawing from fac- 
tory employment upon the birth of their 
first child. Among these workers, turnover 
rates are high, and coworker and union 
loyalties tenuous. While these workers fre- 
quently protest their low pay, minimal job 
security, and periodic retrenchment during 
times of slack market demand, they rarely 
mount effective organized pressure on em- 
ployers or the state, and they remain polit- 
ically impotent to intrude in state policy. 

Nor are the residential communities of 
these workers able to support effective 
worker organization and collective action. 
Typically, young female workers live ei- 
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ther in dormitories owned and supervised 
by employers or in temporary households 
with other short-term workers. Lacking is 
the dense network of working-class associ- 
ations and organizations that, in more sta- 
ble proletarian sectors, provide leadership, 
sanctuary, and support to oppositional 
workers’ movements. By consequence of 
both job instability and community atomism, 
relatively high rates of industrial protest are 
not accompanied by effective organization. 

In Taiwan and Hong Kong more than 
elsewhere, EOI favored expansion in a sec- 
ond numerically important employment 
sector: that defined by small to medium- 
sized enterprises, dispersed in Taiwan to 
tural towns and regions. In small, family- 
based firms, workers are enmeshed in webs 
of family obligation and loyalty, while in 
the medium-sized firms, paternalism and 
diffuse loyalty, defined and enforced by 
community expectations and associations, 
constrain independent organization or in- 
terest advocacy by workers. In addition, 
the vitality of kin-based small firms pro- 
vides continuing encouragement for work- 
ers to establish small firms of their own, 
thus discouraging group-based opposition 
in favor of individual mobility efforts.’ To 
the extent that protest does occur, it is 
largely confined to politically inconse- 
quential conflicts in kitchens and the back 
rooms of small firms. 

The potential for effective class action 
has been confined primarily to a third East 
Asian employment sector: that of heavy- 
industry workers in the large-scale, capital- 
intensive chemical, mining, auto, ship- 
building, and petroleum industries. Here, 
large concentrations of male workers, ac- 
companied often by their families, settle in 
more stable working-class communities in 
the expectation that despite periodic lay- 
offs, they will remain employed in a partic- 

7. Gold, State and Society. 
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ular industry, or at least in related work, 
until retirement. Wage ladders and senior- 
ity systems encourage occupational com- 
mitment, social solidarity among workers, 
and stronger union loyalties. Stable prole- 
tarian communities foster class-based ide- 
ologies and leadership while providing 
sanctuary and support to militant workers 
during times of protracted industrial con- 
flict. In South Korea, it is among these 
workers that a sustained proletarian chal- 
lenge to employers and state policy has 
been most pronounced. 

These differences in capacity for effec- 
tive collective action are readily seen in 
cross-national and cross-industry patterns 
of labor conflict. In Hong Kong and Tai- 
wan, labor conflict has been minimal and 
inconsequential by international standards. 
South Korean unions have been relatively 
ineffectual as well. During times of politi- 
cal crisis, however, as in 1979-81 and 
1985-88, labor militancy escalated sharply. 
During these periods, workers everywhere 
sought to use their new political leverage 
to challenge established employment and 
wage policies. But marked variation in the 
organizational capacity of these workers to 
mount effective demands shows clearly the 
differential power of workers across em- 
ployment sectors. Among light-industry 
export-production workers, high levels of 
militancy were accompanied by extreme 
vulnerability to police action and employer 
intransigence. Two well-publicized strikes 
during 1979 exemplify the more general 
pattern. A work stoppage by female work- 
ers at the Tongil Textile Company resulted 
in a quick dismissal of 124 activists and an 
early return to work by the others. Later 
that vear, workers dismissed from the Y. H. 
Trading Company sought refuge and assis- 
tance in the headquarters of the opposi- 
tional New Democratic Party. Police broke 
into the headquarters and beat and arrested 
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many of the demonstrators. In neither case 
did workers succeed in influencing man- 
agement decisions. 

These short-lived protests may be con- 
trasted with those among heavy-industry 
workers. In April of 1980, coal miners at 
the Tongwon Coal Mine were able to 
blockade and occupy the town of Sabuk-up 
for several days and to bring all local busi- 
ness to a halt for the duration. This strike 
for a substantial pay boost ended in signif- 
icant gains for workers, including a large 
wage increase, a doubling of the annual 
bonus, resignation of the president of the 
local union, who had been accused of sid- 
ing with management during the dispute, 
and government commitment to expanded 
local expenditures for housing, roads, and 
other public works. Similarly, a major 
strike at the Dongkuk Steel Mill in May, 
involving violent confrontations between 
workers and police, resulted in a final set- 
tlement that met most worker demands. 

The South Korean strike surge of the 
mid-1980s displays the same interindustry 
pattern. While in this politically charged 
climate strikes everywhere gained signifi- 
cant pay increases, such increases among 
textile, apparel, and footwear workers 
were roughly half those earned by other 
manufacturing workers. In 1987, strikes by 
workers at Daewoo Shipbuilding and 
Heavy Industry and at Daewoo Motor Cor- 
poration eventuated in very substantial 
wage increases. That same year, Hyundai 
Heavy Industry workers rejected their 
union as pro-management and insisted on 
establishing their own independent union. 
This dispute culminated in nonviolent 
street demonstrations by 40,000 workers 
from various local firms, followed by a 
tally at a local sports stadium. Following 
recognition of the new union there, the 
Hyundai Engine Corporation was shut 
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down for two months over a similar wage 
dispute. The protracted nature of these dis- 
putes, as well as their favorable outcomes 
for workers, encouraged managers at a 
Hyundai dockyard to reach a quick settle- 
ment with their own workers when a strike 
was called in April of 1988. 

A paradox arises at this point. In both 
Singapore and Taiwan, large numbers of 
workers are employed in oil refining, ship- 
building, and other heavy industries. Why 
have these workers and their unions failed 
to achieve the political strength of their 
South Korean counterparts? In order to 
explain this cross-national difference, it is 
necessary to examine the variation in the 
sequencing of political and economic 
change in these three countries. 


THE DIVERGENT SEQUENCING 
OF POLITICAL REGIMES 
AND ECONOMIC CHANGE 


In Singapore and Taiwan, tight authori- 
tarian regimes preceded rapid industrial- 
ization and remained in place through the 
1970s. In both cases, early political repres- 
sion was followed quickly by an effective 
and pervasive preemptive organization of 
economic, political, and community life 
prior to the economic and social transfor- 
mations attendant upon rapid industrializa- 
tion. Following the elimination of the op- 
positional Socialist Party — Barisan 
Socialis— and its union affiliates in the 
1960s, Singapore’s ruling party, the 
People’s Action Party, established a vigor- 
ous, tightly controlled National Trades 
Union Congress. As important, the ruling 
party instituted a system of state-controlled 
neighborhood associations and community 
centers throughout its comprehensive pub- 
lic housing projects. Similarly, Taiwan’s 
Nationalist Party, the Kuomintang, orga- 
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nized a state-controlled national trade 
union federation, the Chinese Federation 
of Labor. In addition, the party extended 
and deepened the colonial Japanese pat- 
tern of sponsoring a vast network of state- 
controlled social organizations. Following 
a ruthless liquidation of oppositional 
proups during the years 1947-49, virtually 
all remaining social groups— women, 
youth, residential communities, schools, 
professional and business associations — 
were hamessed to and often subsidized by 
the ruling party. 

Quite different were the nature and se- 
quencing of change in South Korea. Fol- 
lowing the collapse of the corrupt Syng- 
man Rhee regime in 1959 and the 
short-lived democratic interlude in 1960, 
Park Chung Hee imposed martial law. In 
subsequent years, however, in response to 
U.S. pressure, he instituted democratic re- 
forms that permitted some freedom to 
workers and other groups. During this 
same period, he also launched the export- 
manufacturing strategy already adopted in 
Taiwan and urged on him by the U.S. 
Agency for Intemational Development and 
the World Bank. Then, in response to labor 
strikes against foreign firms in the late 
1960s, Park imposed tight new restrictions 
on workers, thus initiating what became 
progressively more repressive labor con- 
trols during the 1970s. 

That the effectiveness of these controls 
relied to an ever greater degree on police 
and military coercion derived from two 
factors that clearly differentiate the South 
Korean experience from that in Singapore 
and Taiwan. First, they did not precede, but 
rather followed, the early phase of rapid 
industrialization. Second, they did not pen- 
etrate society as deeply as did those in 
Singapore and Taiwan. They were directed 
primarily at unions and at strikes, political 
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demonstrations, and other forms of collec- 
tive action rather than at the broader social 
foundation for such action in working- 
class community and associational net- 
works outside the formal political arena. 
This failure to preempt the deeper political 
and organizational sources of dissent even- 
tuated in a continuing and increasing need 
to rely on repressive police controls to con- 
tain the growing oppositional power of 
labor. This escalation of opposition culmi- 
nated in the violence of the early years of 
the Chun regime (1980-84), best symbol- 
ized by a tragic confrontation in 1980 in 
which police killed hundreds of students 
and workers in the industrial port city of 
Kwangju. 

It should finally be noted that despite 
these differences in the brutality and de- 
gree of public acquiescence to state con- 
trols, in all three countries, political elites 
remained effectively shielded from popu- 
lar-sector demands until the late 1970s, at 
which point South Korea departed from the 
experience of the other East Asian NICs. 


THE 1980s: REGIME SHIFTS, 
EMPLOYMENT SYSTEMS, AND LABOR 


Throughout the Third World, the decade 
of the 1980s saw a pervasive relaxation of 
political controls over popular-sector 
groups and increased pluralism in political 
arenas. In East Asia, demands for political 
change on the part of an increasingly nu- 
merous and vocal middle class have, to 
varying degrees, eventuated in democratic 
reforms. These reforms have in turn en- 
hanced the political position of labor. 

Students, intellectuals, and some other 
segments of the middle class precipitated a 
successful challenge to military rule under 
Chun Doo Hwan, prompting direct presi- 
dential elections and open party competi- 
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tion for legislative seats. In Taiwan, growing 
disaffection with martial-law restrictions 
on political activities, culminating in polit- 
ical demonstrations in the late 1970s, has 
induced more gradual political reforms, 
including tacit permission for the organiza- 
tion of oppositional political parties and 
replacement of martial law by a somewhat 
less restrictive national security law. Far 
more limited has been political opposition 
to restrictive single-party rule in Singa- 
pore. There, the ruling party has thus far 
successfully contained such opposition 
through minor preemptive reforms. 

The varying extent of political opposi- 
tion and its regime consequences is primar- 
ily attributable to corresponding variation 
in the extent to which it has, on one hand, 
been associated with exploitable fissures 
among elite groups, and, on the other hand, 
has generated broader oppositional class 
alliances. In some cases, an increasingly 
resourceful corporate elite has sought 
greater freedom from state intrusion. In 
South Korea, for example, the giant corpo- 
rate business groups have become ever 
more restive under blunt state controls and 
have pushed hard for economic liberaliza- 
tion. Similarly, the growing political influ- 
ence of business is suggested by the prom- 
inence of business representatives in 
Taiwan’s Economic Revitalization Com- 
mittee, established in 1985 to suggest re- 
forms in economic policy. Such elite oppo- 
sition is less apparent in Singapore’s 
foreign-investment-dominated industrial 
economy or in Hong Kong’s more liberal 
economic regime. 

More important for the success of middle- 
class demands for political liberalization 
have been coalitions with other popular- 
sector groups. In both South Korea and 
Taiwan, farmers’ groups have become an 
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important wing of political opposition, re- 
flecting growing concern about reduced 
protection from U.S. agricultural imports 
and, in Taiwan, increasingly alarming en- 
vironmental pollution. Beyond this com- 
monality, the greater strength of the politi- 
cal opposition in South Korea than in 
Taiwan derives in part from differences in 
the extent of political activation on the part 
of labor. In South Korea, more than else- 
where, workers have been better able to 
exploit the political opportunity afforded 
by middle-class dissent. By contrast, the 
very weak response of Taiwanese workers 
to new political possibilities is suggested 
by failure of the Chinese Federation of 
Labor to accept an official invitation to 
participate in deliberations preceding the 
revision of existing labor legislation. 
While the 1984 Labor Standards Law, 
which emerged from these deliberations, 
offered improved pension and severance 
benefits to workers, these improvements 
were made primarily at the insistence of the 
Department of Interior and in the face of 
significant business resistance.’ More re- 
cently, efforts to establish a labor party in 
Taiwan have been led by middle-class 
groups and professionals rather than by 
labor leaders themselves. Similarly, 
Singapore’s National Trades Union Con- 
gress has continued to support official calls 
for wage restraint during recent years. By 
consequence of these differences both in 
the extent of political reform and in labor’s 
response to such reform, South Korean 
workers have been able to achieve far 
greater political voice in national and local 
affairs in recent years than their counter- 
parts in the other countries. 
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CONCLUSION 


Authoritarian political controls across 
all four East Asian NICs have powerfully 
constrained labor movements and their ca- 
pacity to influence enterprise or govern- 
mental decision making. Labor’s political 
exclusion, which has encouraged rapid 
capital accumulation and economic growth 
over a period of nearly three decades, is 
rooted in large measure in the employment 
systems through which labor has been mo- 
bilized for export production. Workers in 
light export industries have lacked the oc- 
cupational stability to organize effectively. 
Small-enterprise and rural industry work- 
ers have been tightly ensnared in paternalistic 
controls at work and in their communities. 
Only heavy-industry workers, especially in 
South Korea, have been able to capitalize 
on their relative job stability and commu- 
nity resources to organize independent op- 
positional movements. 


161 


That heavy-industry workers in Taiwan 
and Singapore have not been similarly suc- 
cessful in organizing politically is attribut- 
able to early efforts on the part of ruling 
elites to preemptively organize workers, 
farmers, and community residents into 
state-controlled associations. In South 
Korea, authoritarian political controls in 
the late 1960s followed rather than pre- 
ceded early industrial expansion, were 
largely repressive rather than preemptively 
corporatist, and failed to extend beyond 
unions, political parties, and the mass 
media to community and informal arenas. 
These differences in economic structure, 
tegime type, and developmental sequenc- 
ing go far in explaining the greater capacity 
of workers in South Korea than in Taiwan 
and elsewhere to exploit the political oppor- 
tunities afforded by middle-class-initiated 
political reforms in the 1980s. 
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1978 , ame . 385,795 1978 8,124 
1979 ... tae 377,915 1979 2 $,907 
1980 PE EA E as 368,926 1980 é ig 8,751 
1981 ee . -351,886 ist, . 5,884 
1982. . Deas tn ote ~~ 390,119 1982, Feo aes pHi 7562 
1983 .. ba a +. 485,809 1983 . 5,877 
1984 . T eee 384,312 1984 EOR i a> 5,230 
1985 .. fa E E E E 369,389 1985 i . .. 5,910 
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STATEMENT OF INCOME AND RETAINED EARNINGS 
FOR THE YEAR ENDED DECEMBER 31, 1988 


Income 
Royalty — Sage Publications 2... 0 ce ee et ee -> «+ - $110,000 
Sales of review books © 0. ee ee ee aia GER, AT 952 
Royalties and reprint permissions ........... a. e eale a 9 RA N y Sele ele 3,804 
Annual meeting revenue... 2.0.2.0 e sel. hak Weer Wht wind he Bilal Ta date Sata a Ve 2,868 
Miscellane0ue 4.6 nanna 4 PhO eae we La ea Ck ee iya be ASS ee a aeaiia 4,000 
Total Incame .... 2.6.2. he eres Pe a eee ee” 121,624 
Operating Expenses 
Salanes .. l. ewe KEDE nAi Se S EAR GOs san? G aiea R . 76,764 
Payroll taxes ... o naaa saakaan AS Se Sues : os. 7,848 
Pension expense 2... ee ee es See ee een oe eee 14340 
Employee benefits 2.2... 0... eee eee Za Sighs oie Lae cee ww ee DBF 
Annual meeting expense © 0 ee ee ee ee ns piac as Megas 18,768 
Depreciation i cs e ad | a tee, aA EEEE E E E E 4,153 
Tosimies i e eo ea a aae i e a a T Iip: Daa e AE á 7,812 
Postage... 0... ee ee ah tise ies aoe Yar tide ara ii Gary sk Rye Ai, ose -.. 3,012 
Repairs and maintenance «2... 2. ee ee ee ee eee ee ne wed ty ene coed 9,216 
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Total Operating Expenses 
Loss from Operations 
Other Income (Expenses) 
Investment income (net)... 2... 
Gains (loss) on sale of investments 
Grant administration overhead 


Total Other Income (Expense) .... .. 
Net Income (Loss) .. 6... ee ee 
Retained Earnings —January 1 ....... 
Retained Earnings- December 31 ..... 
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Report of the Board of Directors 


During 1988, the six volumes of THE 
ANNALS dealt with the following 
subjects: 


Telescience, Scientific Communication in the 
Information Age, edited by Murray Aborn, 
Senior Scientist, National Science Founda- 
tion, Washington, D.C. 

March State Constitutions in a Federal System, edited 
by John Kincaid, Director of Research, U S 
Advisory Commission on Intergovernmental 
Relations, Washington, D C. 

May Anti-Americansm: Origins and Conted, ed- 
ited by Thomas Perry Thomton, Adjunct Pro- 
fessor, School of Advanced International 
Studies, Johns Hopkins University, Washing- 
ton, D.C. 

July The Private Security Industry: Issues and 

Trends, edited by Ira A. Lipman, Chairman 

and President, Guardsmark, Inc 

Congress and the Presidency: Invitation to 

Struggle, edited by Roger H. Davidson, Pro- 

fessor, University of Maryland, College Park 

Whither the American Empire Expansion or 

Contraction? edited by Marvin E, Wolfgang, 

President, American Academy of Polrtical and 

Socal Science, and Professor of Sociology and 

Law, University of Pennsylvania, Philadelphia. 


January 


November 


The publication program for 1989 
includes the following volumes: 


The Ghetto Underclass: Social Science Per- 

spectives, edited by William Julius Wilson, 

Professor, University of Chicago, Illinots 

March Universiuttes and the Military, edited by David 
A Wilson, Professor, University of Califomla, 
Los Angeles 

May The Quality of Aging: Strategies for Interven- 

tons, edited by Matilda White Riley, Associ- 


January 


ate Director, National Institute on Aging, 
Bethesda, Maryland, and John W. Riley, Irn 
Consulting Sociologist, Chevy Chase, 
Maryland 
July Peace Studies. Past and Future, edited by 
George A. Lopez, Faculty Fellow, Institute for 
International Peace Studies, University of 
Notre Dame, Indiana 
The Pacific Run Challenges to Policy and 
Theory, edited by Peter A Gourevitch, Dean, 
Graduate School of International Relations 
and Pacific Studies, University of Califorma, 
San Diego 
Human Rights around the World, edited by 
Marvin E Wolfgang, President, American 
Academy of Political and Social Science, Di- 
tector, Center for Studies in Criminology and 
Criminal Law, University of Pennsylvania, 
Philadelphia. 


September 


November 


During 1988, the Book Department 
published over 270 reviews. The majority 
of these were written by professors, but 
reviewers also included university presi- 
dents, members of private and university- 
sponsored organizations, government and 
public officials, and business profession- 
als. Over 900 books were listed in the 
Other Books section. 

Sixty-two requests were granted to re- 
print material from THE ANNALS. These 
went to professors and other authors for use 
in books in preparation and to nonprofit 
organizations for educational purposes. 
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MEETINGS 


The ninetieth annual meeting, which 
was held 29-30 April 1988, had as its 
subject Whither the American Empire: Ex- 
pansion or Contraction? and continued 
the tradition of our gatherings with respect 
to the diversity of organizations repre- 
sented by delegates, the size of the audi- 
ences, and the interest displayed. Dele- 
gates were sent by American and foreign 
universities and colleges and interna- 
tional, civic, scientific, and commercial 
organizations. States, cities, agencies of 
the federal government, and United Na- 
tions missions and embassies were also 
represented. 

The theme of the ninety-first annual 
meeting, held 28-29 April 1989 at the Bar- 
clay Hotel, Philadelphia, was Human 
Rights around the World. The November 
1989 volume of THE ANNALS contains 
the papers presented at the meeting. 


THE ANNALS OF THE AMERICAN ACADEMY 


OFFICERS AND STAFF 


The Board reelected the following of- 
ficers: Marvin E. Wolfgang, President; 
Richard D. Lambert, Vice-President; Ran- 
dall M. Whaley, Secretary; Elmer B. 
Staats, Treasurer; Henry W. Sawyer, III, 
Counsel. Reappointed were: Richard D. 
Lambert, Editor, and Alan W. Heston, As- 
sociate Editor. 


Respectfully submitted, 
THE BOARD OF DIRECTORS 


Elmer B. Staats 
Marvin E. Wolfgang 
Lee Benson 

Richard D. Lambert 
Thomas L. Hughes 
Randall M. Whaley 
Lioyd N. Cutler 
Henry W. Sawyer, II 
William T. Coleman, Jr. 
Anthony J. Scirica 
Frederick Heldring 


Philadelphia, Pennsylvania 
22 November 1988 


Book Department 


INTERNATIONAL RELATIONS AND POLITICS .. 


AFRICA, ASIA, AND LATIN AMERICA 
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INTERNATIONAL RELATIONS 
AND POLITICS 


MANDELBAUM, MICHAEL. The Fate of Na- 
tions: The Search for National Security in 
the Nineteenth and Twentieth Centuries. 
Pp. xi, 416. New York: Cambridge Univer- 
sity Press, 1988. $39.50. 


Michael Mandelbaum, of the Council of 
Foreign Relations, has fashioned a tightly rea- 
soned and informative historical analysis of sys- 
temic factors that motivate the formulation and 
execution of a state’s national security policy. 
Predicated upon the view that “a state’s security 
policy is determined in the first instance by the 
features of the international system, not of the 
State itself,” his subsequent analysis falls easily 
within the realpolitik tradition of international- 
relations theory. 

Mandelbaum’s argument for an outside-in 
view of a state’s security is developed through 
his critical analysis of the security policies of six 
states.-These case studies are, in chronological 
order, nineteenth-century Great Britain, France 
during the interwar period, the United States in 
the post-World War II era, China, Israel, and 
Japan. Mandelbaum’s objective is to demon- 
strate that a state’s security policy is primarily 


er 
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dependent upon the security rationale found 
within its contemporary international environ- 
ment, and its position of power relative to other 
actors. Consequently, it is the restraints and 
limits of the international system and the state’s 
position within it that primarily restrain and 
limit a state’s security policy. 

The common thread that runs through 
Mandelbaum’s analysis is traditional balance- 
of-power theory. His approach, while differing 
from those traditional explanations of foreign 
policy formation that stress the dominance of 
internal factors, does not offer many novel in- 
sights. It falls prey to many of the common 
pitfalls associated with the nihilism of power 
politics. 

Of some interest is Mandelbaum’s discus- 
sion of the differences between security and 
economic affairs. While the terminology is fa- 
miliar— that is, the zero-sum nature of security 
affairs versus the positive-sum nature of eco- 
nomic affairs—the suggestion that the current 
international economic order is approaching a 
zero-sum state is interestingly argued and wor- 
thy of serious discussion. Little consideration is 
given, however, to the alternative view that 
security policy is undergoing a reassessment, 
transforming from preoccupation with a para- 
noid sense of insecurity to sharing in a common 
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understanding of the mutually dependent nature 
of security in the modern era. 

In the final analysis, The Fate of Nations 
offers better than average historical analysis, 
even if it fails to greatly enlighten the theoretical 
debate. It contributes to our understanding of 
the evolution of the national security policies of 
nation-states and of the too often neglected role 
of the international system in setting the com- 
mon parameters within which nations, irrespec- 
tive of their ideological persuasion, seek to 
further their security interests. ; 

LOUIS FURMANSKI 

Fort Hays State University 

Kansas 


RICE, EDWARD E. Wars of the Third Kind: 
Conflict in Underdeveloped Countries. Pp. 
186. Berkeley: University of California 
Press, 1988. No price. 


This is a book by a veteran U.S. foreign 
service officer about conflict usually labeled 
“guerrilla war.” Edward Rice proposes “wars of 
the third kind” as the more suitable label for 
conflicts in the Third World that are “neither 
nuclear nor conventional” and in which a major 
power may become “almost inadvertently 
involved.” 

Rice, who began his long career in the 
1930s, organized the book around six sets of 
generalizations that he derived about wars of the 
third kind, supporting them with historical ex- 
amples and using his vast experience to good 
advantage. The first generalization is that if 
problems that gave rise to such wars are funda- 
mental, causes that have been defeated or sup- 
pressed are likely to reemerge and become 
radicalized. The second is that it is in the rural 
areas of the Third World that wars of the third 
kind take place, drawing support directly from 
the people of the country in which the two sides 
fight. Third, decentralized organization and a 
unifying cause like nationalism are necessities. 
Fourth, guerrillas must rely upon a strategy of 
protracted war and convert themselves into a 
regular army ultimately capable of conventional 
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warfare. Fifth, there are a number of approaches 
to counterinsurgency — siege, blockade, and so 
forth— none of which will be successful unless 
political goals and military capabilities are har- 
monized. Finally, guerrilla wars pose serious 
dangers to the major powers that become in- 
volved in them by risking military disaster and 
undermining the polity of the state. 

Vietnam and Nicaragua are never far from 
Rice’s concern. Specifically, he worries that the 
United States either has not learned from past 
Third World involvements or, worse, has 
learned the wrong lessons. He cites two recent 
American generals, Gorman and Nutting, who 
seem not to have felt free to voice their policy 
preference for minimal U.S. military involve- 
ment until they were on the verge of retirement. 
Rice considers it seriously deficient to believe 
that the usual explanations are correct: inade- 
quate public and congressional support, unread- 
iness to commit enough troops, and responsible 
officials’ lack of a clear intention to win. 

Though it does not contribute much to the 
theory of conflict, this is an interesting book that 
benefits from Rice’s insights and long years of 
experience, coupled with concerns about how 
the United States might react to the next per- 
ceived threat from the Third World. A sequel 
focusing specifically on mechanisms of conflict 
resolution would be welcome. 

RANDAL L. CRUIKSHANKS 


California Polytechnic 
State University 
San Luis Obispo 


AFRICA, ASIA, AND 
LATIN AMERICA 


BETTS, ROBERT D. The Druze. Pp. xiv, 161. 
New Haven, CT: Yale University Press, 
1988. $22.50. 


MOOSA, MATTI. Extremist Shiites: The Ghulat 
Sects. Pp. xxiii, 580. Syracuse, NY: Syra- 
cuse University Press, 1988. $37.50. 


These two well-written volumes appear to 
be intended for college audiences. They sum- 
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marize in an attractive manner the legends and 
lore of the Druze and the various Shiite sects. 
They contain some interesting firsthand ac- 
counts of the past decade from the authors’ 
direct research. They also contain summariza- 
tions from largely French studies of the 
Nusayris in Syria, the Ahl-i Haqq, and other 
groups one could term Alid-Loyalist, meaning 
following the Imam Ali. Moosa’s study also 
summarizes the main outlines of Shia doctrine. 
Betts’s study of the Druze follows the same 
approach as Moosa’s, commenting on the Druze 
in modern times in Lebanon, Syria, and Israel. 

In general, academic studies of both Islam 
and Christianity have been undergoing a major 
change in approach in the past generation. 
Where in the 1960s the basic model for religious 
studies was the true church and the sects, the rise 
of the television evangelists on one hand and the 
Khomeini revolution of 1979 on the other has 
led to the perception of religion in terms of 
cross-cutting modalities such as liberal or 
fundamentalist. The effect of this reorientation 
of the field in Islamic studies has been one of 
downplaying the differences between the 
creedal positions of Shiites and Sunnis and em- 
phasizing more the social and behavioral posi- 
tions adopted by individuals across the various 
communities. The new trend is becoming well 
known to the readers of the Islamic studies 
journals. The Koranic commentary of 
Mahmoud Ayyoub at Temple University is an 
example. Matti Moosa’s source, Professor 
Mustafa Kamil Shaybi, is another writer of the 
new trend. His major study on the linkage be- 
tween Sufism and Shiism across history is now 
widely read. This trend feeds into and resonates 
with modemist interpretation in the social his- 
tory and political economy of Islamic society. 
For all these writers, the center of gravity is the 
present day and its dynamics, not the past. 

The older trend, led by well-known oriental- 
ists such as Bernard Lewis, to which these two 
books are conceptually in debt, maintains that 
the key to understanding modern upheavals in 
Iran and Lebanon can be traced back to medi- 
eval extremist sects, collectively called the 
Ghulat, of which the Order of the Assassins is 
the best known. Orientalists find evidence for 
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this in the continuity over a thousand years 
of language and, within language, political 
vocabulary. 

The obvious weak points in orientalism are 
very much in the public domain, and the two 
works under review could be criticized on this 
account. Middle Eastern cultural history is far 
more then the history of religions. What exists 
there today in the way of culture is actually 
modern and/or affirms its own modernity. 
Surely the great Druze leader Kamil Junbalat, 
who led the unity movement of the 1970s in 
Lebanon, was a socialist. It is with difficulty that 
one can tag his career onto the end of a book on 
ritual. It would be easier to reconstruct his career 
from its secular milieu and from secular —and 
non-Druze— publications such as Al-Hurriya 
and Ai-Safir. One can well be born into a reli- 
gious group, experience its education, and be- 
come something quite different in a cosmo- 
politan setting. Husayn Muruwwah, the editor 
of Al-Teriq, the major leftist magazine of Leba- 
non, and the author of a 2000-page history of 
Islamic philosophy, was a Communist educated 
in Shiism in Najaf, the Shiite holy city. The 
Shiite ayatollah in Iraq, Muhammad Baqir Al- 
Sadr (d. 1980), wrote a major work criticizing 
Stalinism but defending collectivism. (Recently 
Dr. Shems Inati of Villanova University trans- 
lated this book into English as Our Philosophy.) 
Not all radicals are Shiite by family origin. 
Individuals of Sunni background dominate the 
Egyptian Communist Party, for example. 

No doubt the writing of communal history 
tends to be more difficult in a terrain in which a 
superficial modernism has triumphed over, 
without fully assimilating, orientalism. Thus, 
when the authors of these two texts tack a recent 
chronology onto the end of a frozen weblike 
account of their community, they do what nearly 
all other writers do. Still one would expect the 
typical critic of orientalism to seize on this to 
show how communal history is decontext- 
ualized and largely idealist. For the future, the 
more subtle point will be not one of attacking 
authors for studying ritual and custom but one 
of explaining in a more historical way what the 
same ritual practice means in different periods. 
Do people follow rituals because some leader 
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tells them to generation after generation? Of 
course not! In cases where this has happened, 
what are the incentives for the masses to do it? 
Such questions have been bypassed until now 
by the modernist synthesis of society and reli- 
gion in Lebanon or Syria. One approach within 
modernism is to view ethnic experience as pre- 
capitalist; another and much better one is to look 
at ethnicities in the Middle East as defeated 
capitalist efflorescences, as Samir Amin did in 
Arab Nation. A \arger synthesis of the culture of 
the older Middle Eastern merchant capital and 
the modern capitalist culture of today is still 
needed. One day, I predict, orientalist studies of 
arcane practices— for example, the secrecy of 
the Shia and the codes of the Druze — will be 
understood in political economy as analogous 
to the secrets of the Masons in this country, as 
a part of the culture of merchants. 
PETER GRAN 

Temple University 

Philadelphia 

Pennsylvania 


LIEBERTHAL, KENNETH and MICHEL 
OKSENBERG. Policy Making in China: 
Leaders, Structures, and Processes. Pp. xvi, 
445. Princeton, NJ: Princeton University 
Press, 1988. $39.95. 


This is a uniquely valuable book that de- 
serves a very wide audience. China specialists 
will surely flock to it, but many others will find 
it richly rewarding. Rarely does one book ad- 
dress so incisively a range of issues as broad as 
this one does, and even more rarely does so 
broadly conceived a book hold so firmly to its 
focus and to its roots in detailed case studies. 
Time and again Lieberthal and Oksenberg sug- 
gest, often quite provocatively, the wider impli- 
cations of their work, only to resist the temp- 
tation to overreach themselves. To our great 
benefit, they do reach far and occasionally even 
speculate, but when they do so, they tell us what 
they are about and they know when to stop. 
Their evidence is massive —they refer to an 
immense wealth of scholarly literature and doc- 
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umentation and also draw on personal experi- 
ence in bureaucracies and on deep familiarity 
with politics in China; part of the latter is based 
on extensive interviewing. Indeed, in this last 
respect, the book is testimony to how far we 
have come very fast in Chinese studies, espe- 
cially since we gained the opportunity a decade 
ago to do extended research in China. A host of 
excellent publications have appeared in recent 
years; this one takes us to a new level altogether. 
Only a few years ago such a book would have 
been unimaginable. 

The major questions addressed in the book 
concern the relationships between politi- 
cal structures and processes. In particular, 
Lieberthal and Oksenberg wish to correct a 
relative lack of attention by China scholars to 
bureaucratic structures. This they have done in 
spades — they frankly plead guilty to giving us 
“numbing detail” on numerous organizations — 
and serious students of politics will find the 
details fascinating and edifying. As Lieberthal 
and Oksenberg intend, the detail makes a crucial 
point: “it is precisely this complexity of bureau- 
cratic structure that produces such a strong ef- 
fect on policy process” in the sphere under 
analysis in this book. That sphere — energy — is 
a vitally important one whose fortunes may well 
determine whether China succeeds or fails. The 
case studies that lie at the heart of this book are 
three large-scale energy projects. Lieberthal and 
Oksenberg take great care to paint out ways in 
which these bureaucracies are and are not rep- 
resentative of others in China and elsewhere, 
and they remind us of how small a sector of a 
vast, complex, and varied system they are treat- 
ing and how necessary it is to do further inten- 
sive research. Still, I suspect that others will 
hear, as I did, a solid ring of truth in these pages. 

In brief, this book manages to achieve the 
highest level of rigorous and sophisticated so- 
cial science while graphically portraying the 
down-to-earth texture of day-to-day political 
workings. Lieberthal and Oksenberg weave into 
their subtle analysis of structures and processes 
a generous dose of human dealings and ele- 
ments of political culture. To the extent that they 
stress a major theme, it is how a “bargaining 
system” emerges and operates in the massive 
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Chinese bureaucracy, and they show the system 
to be made up of real human beings engaged in 
high-stakes political activity, impossible to cap- 
ture on an organization chart. 

Comparative references dot the book, and it 
concludes with a powerful chapter on Soviet- 
style systems that is typically both cautious and 
stimulating, rigorously addressing basic social 
science issues and also commenting percep- 
tively and wisely on current problems of reform 
visible from Prague to Vladivostok. Two lead- 
ing scholars have produced a major work that 
no serious student of politics should miss. 

MICHAEL GASSTER 


Rutgers University 
New Brunswick 
New Jersey 


MORLEY, MORRIS H. Imperial State and Revo- 
lution: The United States and Cuba, 1952- 
1986. Pp. ix, 571. New York: Cambridge 
University Press, 1988. No price. 


Morris Morley has written here the most 
comprehensive and detailed account of contem- 
porary U.S. policy toward Cuba. To do so, he 
relied on the best secondary sources, on exten- 
sive archival material, and on declassified doc- 
uments obtained through the Freedom of 
Information Act. 

The book provides a compelling account of 
the way in which the United States supported 
the Batista dictatorship after the 1952 coup and 
how the Eisenhower, Kennedy, and Johnson 
administrations relentlessly attempted to de- 
stroy the Cuban revolution after 1959, first by 
direct intervention and later by economic stran- 
gulation and international isolation. While the 
hope of overthrowing the Cuban government 
may have waned after 1968, the policy of hos- 
tility continued through the Reagan administra- 
tion, with some diminution during the Ford and 
Carter years. Through confrontation, each suc- 
ceeding president hoped to pressure Cuba to 
alter its foreign policy. 

Though it has many strengths, perhaps the 
book’s most important contribution is its detail 
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on the economic embargo against Cuba. An 
embargo is an act of extreme hostility, and in- 
deed this embargo was initially instituted under 
provisions of the Trading with the Enemy Act, 
which dates from World War I. Today it may be 
largely symbolic, as Cuba trades with most of 
the world and has replaced much of its U.S.- 
based infrastructure with goods from other 
countries. In the 1960s and early 1970s, how- 
ever, the embargo did stifle and distort Cuban 
development, which makes the Cuban achieve- 
ments in health, education, and housing all the 
more remarkable. 

Morley had two exceedingly ambitious 
goals in-this study: first, to describe U.S. policy 
toward Cuba, and then to explain it by viewing 
it as an empirical verification of the theoretical 
framework he has been developing about the 
imperial state. To say that he succeeded admira- 
bly only in his first goal does not diminish his 
achievement. Indeed, his discussion of the im- 
perial state is, at the least, provocative. 

The framework, however, requires and de- 
serves a full treatment rather than the introduc- 
tory chapter it receives here. Several theoretical 
problems remain unresolved. Consider one, that 
of methodology. Morley’s notion of the imperial 
state is that it is an objective phenomenon, much 
as Marx’s notion of class an sich is objective, 
tegardless of whether the class—or the state 
actors —recognize their class interest. Yet his 
explanation for U.S. policy is rooted in subjec- 
tive data, in the perceptions and motives of the 
U.S. policymakers. Ironically, this leads Morley 
to accept their characterization of Cuba as a 
threat to U.S. imperial interests, though this 
proposition is both dubious and largely unex- 
amined in the book. Morley recognizes that state 
actors may misperceive U.S. interests and may 
act on mistaken assumptions and that this might 
even explain conflicts between different actors, 
but he is not clear on whether he even believes 
they were mistaken in this case. 

Nonetheless, the book deserves a wide read- 
ership. As the United States begins to make 
halting moves now toward a new relationship 
with Cuba, Morley’s study certainly should be 
a required reference for policymakers. The 
United States tends to forget its past transgres- 
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sions against other countries and to enter nego- 
tiations as if a new relationship were to be based 
on a tabula rasa. Only by appreciating what 
Cuba suffered can the United States hope to de- 
velop a modus vivendi with this close neighbor. 


PHILIP BRENNER 
American University 
Washington, D.C. 


SAHLIYEH, EMILE. In Search of Leadership: 
West Bank Politics since 1967. Pp. xii, 201. 
Washington, DC: Brookings Institution, 
1988. $28.95. Peperbound, $10.95. 


Since 1967 there have been hundreds of 
books written about the Middle East. Because 
of the fluidity of events, many of these books 
were dated by the time they were published. 
Others, quickly researched and published, have 
added little to our understanding of events in 
this part of the world. Emile Sahliyeh has 
avoided both of these traps. His volume deals 
with the Middle East conflict from the perspec- 
tive of Palestinians living on the West Bank and 
in Gaza. It is a welcome addition to the literature 
on the contemporary history of the Middle East. 
Sahliyeh has experienced many of the events 
about which he writes. A teacher at Bir Zeit 
University between 1978 and 1984, he is cur- 
rently associate professor of international rela- 
tions and Middle East politics at the University 
of North Texas. 

Using a study of elite politics as his vehicle, 
Sahliyeh traces the shifting sands of Palestinian 
politics from the post-1967 pro-Jordanian lead- 
ers through the aggressive new leaders behind 
the intifada, the uprising in the occupied areas. 
The first chapter paints a clear picture of the 
issues that characterize the politics on the West 
Bank and in Gaza. The middle chapters deal 
with the leadership struggles that have charac- 
terized Palestinian politics since June 1967. In- 
cluded are chapters on the traditional elites, the 
urban elites who support the Palestine Libera- 
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tion Organization, the Communists, the stu- 
dents, and the Islamic leadership. In these chap- 
ters, Sahliyeh has avoided references in Arabic 
and the use of confusing political acronyms 
common to books of this type. His writing style 
is clear and to the point. If there is confusion in 
these chapters, it is because of the constantly 
changing positions of the parties involved, 
which, of course, is beyond Sabliyeh’s control. 

The chapter “Islam as an Alternative” is 
particularly interesting. Sahliyeh not only 
clearly articulates the various positions of the 
Islamic elites; he also identifies these Islamic 
forces as major players in the current uprising. 
In his concluding chapter, Sabliyeh points out 
that power in the occupied territories is shifting 
from the more traditional elites of earlier years 
to a younger, more militant leadership dedicated 
both to forcing withdrawal of the Israeli author- 
ities and to the creation of a Palestinian state on 
the West Bank and in Gaza. Encouraged by their 
ability to continue the intifada, the new leaders 
have made the point that the Palestinian resi- 
dents of the territories are a force that can no 
longer be ignored by those powers seeking a 
settlement to the dispute between the Arabs and 
the Israelis. 

This book will be of interest to both the 
specialist and the general reader interested in 
exploring one of the lesser-known aspects of the 
Middle East conflict. 


JOSEPH N. WEATHERBY 


California Polytechnic 
State University 
San Luis Obispo 


EUROPE 


BATT, JUDY Economic Reform and Political 
Change in Eastern Europe. Pp. x, 353. New 
York: St. Martin’s Press, 1988. $49.95. 


The British scholar presents a lucid, compre- 
hensive, and well-documented picture of Czech 
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and Hungarian reforms and astutely concludes 
that all reforms seeking introduction of the mar- 
ket into planned economies are an “unfinished 
business.” 

If the analysis contains any shortcomings, 
they are chiefly attributable to the ingrate nature 
of the task. The time lag between publication 
date and the timing of actions rendered the 
relevance of some of the activities obsolete. The 
collation of Czech data ended in 1968, the 
Hungarian, in 1978, with sporadic glimpses into 
the 1980s. On the eve of the third Hungarian 
reform wave — 1988 — we are given some fasci- 
nating insights into how political limitations have 
shipwrecked the second Hungarian reform. 

In part 1, the arguments in favor of the use 
of markets in socialism are recapitulated, to- 
gether with a discussion on the role of political 
freedom in the various socialist economic mod- 
els and the realization of the concept of social 
interest. Part 2 addresses itself to the practical 
political problems of introducing market-type 
reform into communist systems. 

The precondition of the economic reform 
during the Kádár regime in Hungary was polit- 
ical change. But by the 1970s, it became obvi- 
ous that the reform had veered off course and 
that the system that developed was neither plan 
nor market. Meanwhile, pressures mounted for 
recentralization. 

The Hungarian case raises fundamental 
questions about the impact of the political sys- 
tem on economic processes. Although the ruling 
powers adopted the reform, the political system 
itself nevertheless remained ultimately un- 
changed. Bureaucratic centralized institutions 
remained in place, and, with them, powerful 
vested interests retained an organizational base, 
from which to reassert themselves in ways 
that undermined the actual functioning of the 
reform. 

Solutions to the problem of how far to pro- 
ceed with the reform were dominated by covert 
groups within the elite and the state economic 
organizations. Politics did not develop into the 
open play of interest groups but remained a 
“subterranean bargaining process” within the 
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elite. These groups, through concessions, man- 
aged to paralyze the blueprint designed by cen- 
tral bodies, without taking responsibility for the 
impact of their demands on the “social interest.” 

By the end of the first decade of the reform, 
the regime faced escalating political crisis 
joined by domestic and external political diffi- 
culties. With the realization of the impossibility 
of sustaining the structure by the 1980s, once 
again the issue of a newer economic reform was 
put forth. The latest version approached the 
problem through the combination of plan and 
market, through the dual acknowledgment of 
individual and group interest, while sustaining 
the commitment to a concept of the “social 
interest.” 

The ideological problem posed by economic 
reform for the communist one-party state today 
is that, on one hand, it recognizes the necessity 
of rule by a large measure of consent, and yet it 
is haunted by the fear that in abstaining from 
centralized coercive methods, uncontrolled po- 
litical liberalization might result in which, as in 
1956, the regime would be swept away. Open- 
ing up the prospect of democracy as an option 
undermines the legal basis for the party’s abso- 
lute claim to the necessity of its “leading role” 
provided by the totalitarian concept of a “social 
interest.” 

PETER S. ELEK 


Villanova University 
Pennsylvania 


FUNIGIELLO, PHILIP J. American-Soviet Trade 
in the Cold War. Pp. xii, 289. Chapel Hill: 
University of North Carolina Press, 1988. 
$32.50. 


Philip J. Funigiello’s American-Soviet Trade 
in the Cold War is an interesting analysis of how 
cold-war battles were fought on the field of 
international trade. While its title suggests a 
broad perspective, it is primarily a chronicle of 
presidential initiative and congressional re- 
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sponse. Over the course of 225 pages and 70 
years, Funigiello reconstructs, in meticulous de- 
tail, the balance of forces that made U.S.-Soviet 
trade a political football. From this he derives 
an important lesson: namely, that it is very dif- 
ficult to substitute an economic initiative for a 
diplomatic one. 

This book will appeal to historians, political 
scientists, and Sovietclogists. For more general 
readers, however, it is overly long. They will 
find the excitement of getting into the minds of 
the key players overshadowed by the details of 
legislation. All told, it is an admirable book, but 
I am troubled by its lack of balance. There is 
virtually no analysis, firsthand or otherwise, of 
the Soviet side and the forces lining up behind 
its positions. Nor is there any serious attempt to 
reconstruct the European Coordinating Com- 
mittee (COCOM) perspective from their records 
and archives. The former lapse is understand- 
able given the availability of Soviet materials, 
but the latter is not hampered in this respect. 
Thus an important piece of the puzzle is missing. 

MARC RUBIN 

Loyola College 

Baltimore 

Maryland 


WHITE, STEPHEN The Bolshevik Poster. Pp. 
vii, 152. New Haven, CT: Yale University 
Press, 1989. $39.95. 


Stephen White’s lavishly illustrated, folio- 
sized book is actually a history of political post- 
ers created for the Bolshevik cause during the 
Civil War years. During this period— roughly 
1918-21 — nearly 4000 different posters were 
produced, in millions of copies, by 453 institu- 
tions. White seeks to “explain the emergence, 
flowering, and subsequent decline of the Soviet 
civil war poster,” and in this aim he is largely 
successful. This book will appeal to historians 
of Russia, of art, and of communications and to 
the general reader as well as to the scholar. 

White finds ancestors and influences of the 
Bolshevik posters in /ubki, illustrated woodcut 
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texts dating from the seventeenth century; in 
religious icons; in late nineteenth-century and 
early twentieth-century newspaper, magazine, 
and journal graphics and satirical cartoons; and 
in advertising. Graphic art, however, took on 
critical importance fora new regime fighting for 
its life and needing to win the support of a 
largely illiterate society. The task of the poster 
artists, thus, was to “‘seize public attention, to 
compel a crowd of pedestrians, whether they 
want to or not, by whatever means, to stop in 
front of the slogans of which we want them to 
stop,’” according to Vladimir Maiakovskii, poet 
and unofficial director of the group of 100 artists 
who created the famed Rosta windows, propa- 
ganda displays based on the latest news from the 
Russian Telegraph Agency (Rosta). Posters were 
commissioned by organs of the new Soviet gov- 
ernment at the highest levels. The themes of the 
posters were largely political and military, as 
opposed to economic and cultural, especially 
during the most intense war years, 1919 and 
1920. 

White contends that the political poster 
flourished during the Civil War because it was 
a time of “transcendent national need,” when 
“the Bolshevik poster artists had at their dis- 
posal themes such as social justice, education 
and female emancipation, and above all the 
theme of the motherland in danger.” Lacking the 
imperative of national survival, the artists lost 
their sense of creative urgency during the next 
two decades, only to regain it, briefly, when the 
Soviet Union was threatened in World War II. 
White’s biographical sketches of the artists tend 
to support this thesis, as nearly all of the most 
important artists, including even Maiakovskii 
and Dmitrii Moor, had also offered their ser- 
vices to the czarist government in World War I. 
Defense of the historic Russian state, which the 
Boisheviks controlled, ultimately determined 
the outcome of the Civil War; it also produced 
an artistic “level of achievement which has 
scarcely been improved upon in any other coun- 
try or at any other time.” In the absence of any 
kind of survey of the population, White can 
offer only anecdotal evidence that the millions 
who saw the posters during the Civil War were 
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equally inspired. The over 170 posters, mostly 
in color, reproduced in this book speak for 
themselves. 
LESLEY A. RIMMEL 
University of Pennsylvania 
Philadelphia 


WILLIAMS, WALTER. Washington, Westminster 
and Whitehall. Pp. xii, 233. New York: Cam- 
bridge University Press, 1988. No price. 


Washington, Westminster and Whitehall is 
an analysis of the British government system by 
an American. Walter Williams is a professor in 
the School of Public Affairs at the University of 
Washington. He has spent some time in England 
looking at the Central Policy Review Staff; he has 
also spent time in federal agencies in Washington. 

Overall, he is quite critical of the British 
system and the divisions between the politi- 
cians — Westminster — and the civil servants — 
Whitehall. He agrees with the assessment that 
Britain is dying and says that “the British dis- 
ease lives on.” 

Williams makes many suggestions, mostly 
in regard to structural reforms. For example, he 
thinks there is much need for policy analysis and 
proposes a policy analysis unit in the prime 
miinister’s office. Underlying his recommenda- 
tions in this area is the separation of the political 
and administrative sides of government. He is 
critical of the neutral civil service that allegedly 
exists in England. For example, he would abol- 
ish the single permanent secretary found in the 
departments and would replace these persons 
with a layer of top departmental executives 
through which all subordinates report. 

To help him arrive at this point, Williams 
analyzes various prime ministers and presidents 
of the United States; in fact, at one point he 
brings in the French system and particularly 
Charles de Gaulle. He gives high marks, for 
example, to President Dwight Eisenhower. On 
this score, he is part of the revisionist movement 
that has been moving Eisenhower up on the 
scales of the presidents. In this process of com- 
paring presidents and prime ministers, he is 
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quite critical of Prime Minister Margaret 
Thatcher. He says that she has a decision- 
making epproach that can be labeled as “ideo- 
logical/intuitive.” 

Some options that Williams spells out for the 
House of Commons give some idea of his ap- 
proach. He feels that the Commons should elim- 
inate question time, increase the number of 
policy analysts, and strengthen the committees 
as a primary vehicle. Concerning the prime 
minister and the cabinet, he would have the 
prime minister responsible for overall strategy. 
He would create a policy unit in the prime 
minister's office and new analytic and strategic 
units in cabinet offices. In the Whitehall depart- 
ments he would have the ministers control se- 
nior appointments, and he would have ministers 
who are not in the cabinet have full access to the 
House cf Commons. He would create a new 
civil service promotion structure. He questions 
the elite training college for the civil service. He 
feels there is a need for a strong freedom-of- 
informacion act. Overall, he wants more checks 
and balances and wants more citizen input. 
There are other suggestions as well. Overall, he 
would bring several American-type concepts 
into the British government. 

Washington, Westminster and Whitehall is 
an interesting book with many ideas that might 
be of interest to the British people. But underly- 
ing the arguments is a high level of support for 
American institutions; not all, such as the Con- 
gress, should be used as models. 

This book would be a good place for an 
American student or scholar going to England 
to start nis comparative analysis. 

SAMUEL K. GOVE 

University of Illinois 

Urbana 


UNITED STATES 


BENZE, JAMES G., Jr. Presidential Power and 
Management Techniques: The Carter and 
Reagan Administrations in Historical Per- 
spective. Pp. xii, 157. Westport, CT: Green- 
wood Press, 1987. $32.75. 
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COHEN, JEFFREY E. The Politics of the United 
States Cabinet: Representation in the Exec- 
utive Branch 1789-1984. Pp. xiv, 204. Pitts- 
burgh, PA: University of Pittsburgh Press, 
1988. $34.95. 


Scholars wrote these two books for scholars 
who are versed in data collection and analysis. 
The same scholars should also be versed in 
concepts of political theory. 

I found Benze’s first two chapters difficult 
to read because the relationships he establishes 
are new and a bit strange to me. Cohen’s collec- 
tion and analysis of data will be difficult for 
readers who have not had at least the “elements 
of statistics.” In fact, some of his analysis is 
quite difficult to understand— yet his conclu- 
sions are made clear to the reader. 

Cohen places references to his facts and data 
at the end of each sentence, rather than using the 
customary numbers and footnotes. For me, this 
format was disconcerting. 

Cohen describes the cabinet as a body of 
people formed by the different department 
heads of the U.S. government. The usual as- 
sumption of citizens is that the executive divi- 
sion of the U.S. government, headed by the 
president, will execute the laws. Cohen claims 
that the executive department does execute the 
laws but that it also, through the cabinet, repre- 
sents different interests and constituents. 

He uses empirical data to establish relation- 
ships between the cabinet heads and different 
interests; for example, the secretary of the De- 
partment of Agriculture represents the interest 
of farmers. Such relationships could counteract 
the programs and desires of the president. The 
tensions created could bring the president and 
the department head into conflict. 

Conflict between the president and depart- 
ment heads arises in the development and im- 
plementation of policy. When taking office, 
presidents resolve to use their cabinets to estab- 
lish and implement policy. For unexplained rea- 
sons, this intention does not continue for the 
president’s tenure in office. Creating policy be- 
comes the sole possession of the Executive Of- 
fice of the President. and implementing policy, 
the responsibility of the department heads. It is 
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then that department heads become representa- 
tives of the constituency that is served by their 
department. Having been left out of the 
policymaking process, department heads feel 
no urgency or great sense of responsibility to 
implement the president’s policy. 

Cohen uses as a data bank cabinets from 
Washington’s administration to Reagan’s first 
administration. To make his data useful, he di- 
vides the years from 1789 to 1984 into five time 
periods, and for each time period he discusses 
the variation in cabinet members’ social stand- 
ing by statistical analysis of age, education, 
experience, party relationship, and regional re- 
lationship. From this he goes on to discuss the 
tenure of secretaries and the secretaries’ rela- 
tionships to parties. 

Cohen questions why the cabinet has not 
become an institution as the cabinet in Great 
Britain has. We have to note the differences in 
constitutional growth between the two govern- 
ments—one parliamentary system recruits its 
cabinet from its legislative members, while our 
separation of government functions by means 
of three different branches: executive, legisla- 
tive, and judicial. Our independent executive 
branch forms its cabinet from people outside the 
government. The cabinet therefore is an exten- 
sion of the president’s programs, desires, and 
Style of executing the laws. Thus department 
heads who do not lıke the president’s operation 
usually resign and are replaced by people more 
sympathetic to the president’s political wishes. 
This is one reason for the noninstitutionaliza- 
tion of the cabinet. Cohen discusses this in relation 
to institutional theory and democratic theory. 

In his introduction, Benze says, “Modern 
presidents have expressed dissatisfaction with 
their inability to control policy implementation 
by the federal bureaucracy.” His book is a study 
of presidential management based on investiga- 
tion of a variety of administrative techniques. 
“The research is primarily concerned with the 
relationship between presidential power and 
presidential management.” 

Benze discusses how Carter used standard 
techniques of public administration such as 
budgeting, reorganization, and personnel man- 
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agement to have his policies implemented by 
department heads. President Reagan used polit- 
ical leadership and personnel management to 
obtain policy implementation and was more 
successful than Carter. 

In his conclusion, Benze states, “The central 
problem is whether it is possible to institution- 
alize presidential management.” The objective 
is to bring policy implementation more directly 
under presidential control. The suggestion is 
that the president’s institutional authority for 
administration be strengthened by either consti- 
tutional amendment or congressional action. 
This will give “all presidents a stronger admin- 
istrative hand to play and perhaps diminish the 
importance of presidential leadership.” 


Unfortunately, both occurrences seem unlikely in the 
near future. Therefore, the prognosis for successful 
presidential management is not positive. Most presi- 
dents will continue to muddle through. The very few 
that combine leadership skills with innovatrve man- 
agement programs will be successful. 


The two books do complement each other, 
and each reinforces the information contained 
in the other. In both cases, I believe only politi- 
cal scientists with a strong scholarly bent will 
find the books interesting. Others may find them 
difficult to read. 


ARTHUR GALLANT 
Montgomery College 
Germantown 
Maryland 


EWEN, STUART. All Consuming Images: The 
Politics of Style in Contemporary Culture. 
Pp. xi, 306. New York: Basic Books, 1988. 
$19.95. 


At the close of 1988, the New York Times 
News Service reported a survey of architects, 
designers, artists, cartoonists, and other social 
observers. The question put to them was, “What 
is emblematic of today’s culture?” — that is, for 
what will the 1980s be remembered? Answers 
included the Pee-Wee Herman doll, the Con- 
corde, plastic commuter coffee mugs, the per- 
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sonal computer, the Swatch watch, and the Tizio 
Jamp. A museum curator spoke of a “decade of 
dematerialization” in which everything from 
stereo speakers to airplanes “disappeared into 
thin lines” (Dallas Morning News, 20 Dec. 
1988). 

This terse news story captures the key theme 
of Stuart Ewen’s longer, cogent, and informa- 
tive All Consuming Images. The work’s title is 
not merely a double entendre but a triple en- 
tendre, if such is possible. First, what we con- 
sume in contemporary culture is not material 
goods but images of them, style not substance. 
Second, we all consume images; there are no 
exceptions. Third, the images are all consuming; 
they drive our social, economic, and political lives. 

Ewen, professor and chair of the Department 
of Communications at Hunter College, makes it 
clear that the trend toward all-consuming im- 
ages began long ago. So, too, did commentaries 
on the trend. He returns often to Oliver Wendell 
Holmes’s 1859 essay, “The Stereoscope and the 
Stereograph,” describing the impact photogra- 
phy would have on the world. Using phrases 
with the ring of the 1980s, Holmes described 
how “form” would be “divorced from matter,” 
“images would become more important than the 
object itself,” making “the object disposable,” 
and progress would be measured by success at 
“skinning” material goods of their visible im- 
ages, then marketing the visible images inex- 
pensively. Although never specifically defining 
“style,” the words resounding through this vol- 
ume make clear what guides contemporary cul- 
ture— facades, ephemerals, surfaces, skins, 
invisibles, mystifications, appearances, repre- 
sentetions, abstractions, vapors, envelopes, ev- 
anescence, indeed “the production and peddling 
of thin air.” Ewen finds thin air everywhere. The 
person who reads this well-researched effort 
will never look at another product advertise- 
ment, building, automobile, coffee pot, tube of 
toothpaste, or any other marketed object or per- 
son—even one’s best friend— without ponder- 
ing whether the object itself or the person, like 
beauty, is only skin deep. 

I: is refreshing to read a scholarly work 
acknowledging no debts to massive foundation 
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largess, either government or corporate, for re- 
search funding. Instead, Ewen thanks staffs of 
libraries, museums, and art centers for friend- 
ship and advice. He also recognizes his stu- 
dents, who, in response to a writing assignment 
on “what style means to me,” provided the 
insight that style is the legal tender of society. 
Thus, perhaps, does Ewen hint that form need 
not always follow profit. 


DAN NIMMO 


University of Oklahoma 
Norman 


HOUSE, ERNEST R. Jesse Jackson and the Pol- 
itics of Charisma: The Rise and Fall of the 
PUSH/Excel Program. Pp. xi, 196. Boulder, 
CO: Westview Press, 1988. $23.95. 


Ernest House, a policy evaluation specialist 
in the School of Education at the University of 
Colorado at Boulder, begins by describing the 
emergence of the Reverend Jesse Jackson as the 
head of Operation PUSH. He then addresses the 
politics of the federal evaluation, in which he 
was involved, of PUSH for Excellence (PUSH/ 
Excel), an education program sponsored by Op- 
eration PUSH from 1979 to 1982. House ana- 
lyzes several factors as responsible for the 
failure of the program but then settles on 
Jackson’s charismatic leadership style as the 
subject of the book and attempts to stretch this 
analysis to cover a brief survey of the Jackson 
presidential campaign in 1984 and part of 1988. 
I would have preferred him to have resisted the 
temptation to give us an evaluation of an eval- 
uation or to address presidential elections and, 
instead, as he is an education expert, to have 
used the PUSH/Excel case study to enhance our 
understanding of the national problem of gener- 
alized race conflict over the methods and goals of 
the education of black youths in America. 

House suggests that the failure of the 
PUSH/Excel program is to be found in four 
pillars of conflict that he identifies as Jesse 
Jackson’s charismatic style of leadership; the 
resistance of the public school bureaucracy and 
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the state and local governments to PUSH/Excel; 
cultural differences between the PUSH/Excel 
idea and the programmatic expectations of the 
federal government bureaucracy and its pro- 
gram evaluators; and interethnic conflict be- 
tween blacks and Jews. Except for chapter 12, 
“The Politics of Race and Social Class,” his 
one-dimensional pursuit of Jackson is unsatis- 
fying as either cause or effect, especially since 
he does not justify the ubiquitous impact of 
Jackson on the failure of the program to an 
extent that would warrant a single-minded treat- 
ment of his leadership style. In fact, by the end 
of chapter 9, House concludes: 


The truth, in my view, is that American education is 
entwined inextricably in racial and ethnic politics, in 
the vying of different social groups for social mobility. 
Race, ethnic, and class conflict figure prominently in 
the battle over what the schools should teach, where 
they should be located, who should go to them, and 
who should pay for them. And in this general social 
conflict, PUSH/Excel was no exception (p. 112). 


Why was this not a fitting framework for this 
book? 

The central question at the heart of the con- 
flict between the government bureaucracy and 
the education establishment and PUSH/Excel 
that House fails to explicate adequately is the 
differential conceptions of the degree and extent 
of change envisioned by the program. In fact, 
PUSH/Excel was not conceived narrowly as a 
program only to raise test scores but as a vehicle 
intended by Jackson to mobilize black commu- 
nities to enhance their empowerment within the 
school environment. 

Perhaps this book should have ended with 
chapter 12. House’s efforts in chapters 13 and 
14 to apply insights into Jackson’s leadership 
style to black leadership in general and to the 
Jackson campaigns of 1984 and 1988 falter. One 
reason they falter is that, disturbingly, they rely 
upon only a few sources. For example, relying 
upon Bob Faw and Nancy Skelton’s Thunder in 
America, House suggests that Jackson’s 1984 
Democratic Convention speech brought “his 
supporters to anger”; this suggestion is errone- 
ous. Their anger was directed at the absence of 
returns from the total process of political bar- 
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gaining rather than just at Jackson’s speech. In 
addition, House’s singular reliance upon 
Adolph Reed’s analysis in The Jesse Jackson 
Phenomenon led to the oversimplification that 
black charismatic leaders eschew processes of 
consultation. This is, again, a conclusion that is 
patently erroneous as it applies to both Martin 
Luther King, Jr. and Jesse Jackson. 

This work should be read for the information 
it provides on the factors that led to the downfall 
of PUSH/Excel. Although House does not di- 
rectly answer the question of whether the pro- 
gram failed or was stopped by its detractors, the 
implication here is that Jesse Jackson’s leader- 
ship style was the key factor in either case. A 
more expansive analysis of the political envi- 
ronment of the program might have proven 
otherwise. 

RONALD W. WALTERS 


Howard University 
Washington, D.C. 


LINK, ARTHUR S. et al., eds. The Papers of 
Woodrow Wilson. Vol. 57, 1919. Pp. xxiv, 
659. Princeton, NJ: Princeton University 
Press, 1987. $52.50. 


LINK, ARTHUR S. et al., eds. The Papers of 
Woodrow Wilson. Vol. 58, 1919. Pp. xxii, 
663. Princeton, NJ: Princeton University 
Press, 1988. $52.50. 


The imperial Wilson Papers continues its 
steady march, striving for definitiveness and 
undeterred by the formidable masses of docu- 
ments that must be given individual attention to 
place Wilson’s role in perspective. This involves 
in the present group of volumes the Treaty of 
Paris conference. Since it is common knowl- 
edge that the great powers failed to achieve a 
treaty that to any degree justified the appalling 
human sacrifices suffered in the concluded war, 
and that the League of Nations the powers cre- 
ated is a monument to its futility, questions are 
raised regarding the best use of these papers. 
The present volumes add up to some 1277 pages 
of text, covering the period from 5 April to 9 
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May 1919. What do they offer historians and 
political scientists? 

For one thing, they give as intimate a record 
of the postwar efforts of the Allies and other 
belligerents as can be asked. They chart the push 
and pull of national ambitions, and the style and 
substance of the high participants. For example, 
too often all but forgotten in the vivid presence 
of Lloyd George, Clemenceau, and Wilson, Or- 
lando of Italy stands out as he gestures and 
roundly asserts in battling for Italy’s right to 
Fiume on the Dalmatian coast. Today Fiume is 
long missing under its own name, but in 1919 it 
loomed large and critical at the conference. Wil- 
son all but left it in his determination that prom- 
ises to the Serbs must be kept. 

In fact, Wilson’s very health is a factor in the 
conference's proceedings, so much so that it 
requires a special appendix by medical experts, 
“Wilson’s Neurological Illness at Paris.” Such 
are the conference’s problems that Wilson loses 
precious sleep in laboring to adjust his thinking 
on Fiume with that on the allocation of former 
German territory in China to Japan. Justice and 
expedience are all but at odds in numerous 
massive problems. Should the kaiser be tried as 
a criminal? — here is a question that reaches into 
the present. Ought American arms be sold to 
friendly — that is, presently friendly — nations? 
General Tasker Howard Bliss is dismayed that 
this “would make a mockery of the bloody work 
already done in the name of lasting peace.” 
Ought foad to be distributed to starving Russia, 
considering that it would be in the hands of 
Bolsheviks with their own evident agenda? Her- 
bert Hoover says no, a judgment held by Colo- 
nel E, M. House— Wilson’s other self—to be 
“foolish.” House, placed in the forefront of 
American statesmen by Wilson’s fiat and, in- 
deed, sitting in Wilson’s chair at the conference 
when illness keeps him abed, continues to be 
momentous in any consideration of America’s 
role in the war and its aftermath. 

Yet the peace conference must go on. Ger- 
mans must be found who will accept its harsh 
reparations demands and loss of territory. The 
alternative is to keep Germany under military 
tule, a plan Clemenceau is willing to consider, 
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since he deems Germans a “servile race.” But 
there are desperate people throughout Europe. 
Communists in Hungary, Bavaria, and greater 
Germany threaten breakthroughs that might 
transform the problems of the peacemakers. 
Moreover, the self-interest of the Allied leaders, 
notably that of France, which hungers for the 
Saar coalfields, bewilders Wilson and makes 
more complicated his will toward an equitable 
treaty. 

The basic problem receives too little notice 
at the conference of supreme leaders, and that is 
the deep emotional feelings of the publics in- 
volved. All the Allies have lost appalling num- 
bers of people in the war, and their leaders must 
take into account the feelings of their people 
back home. Germans have also bled, but they 
have lost. The victors feel free to put burdens on 
them that will prove a blight on future hopes of 
peace. One of the German delegation, Count 
von Brockdorff-Rantzau, delivers an impas- 
sioned defense of German policy that will echo 
into the 1920s and 1930s. 

Still, the peace conference must go on. One 
of its main uses is that it underscores the power 
individual leaders may have to wield for good 
or ill. It also suggests alternative solutions that 
might be available to them or later leaders. 
Wilson had, in his War Message, said that we 
had no quarrel with the German people; yet it 
was they who would be asked to pay the repa- 
rations demanded. Such facts lie under the often 
brilliant rhetoric and emotional appeals of the 
participants. 

LOUIS FILLER 

The Belfry 

Ovid 

Michigan 


PATTERSON, BRADLEY H., Jr. The Ring of 
Power: The White House Staff and Its Ex- 
panding Role in Government. Pp. xi, 382. 
New York: Basic Books, 1988. $19.95. 


Books about the presidency tend to fall into 
set categories: textbooks, memoirs, biogra- 
phies, or case studies. Bradley Patterson’s vol- 
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ume fits none of those classifications. It is ana- 
lytic without being hypothetical; that is to say, 
it does not offer a theory of the presidency. It 
does have a theme: the necessity of a White 
House staff and one that exerts a central thrust 
in contemporary presidential administrations. 

That theme is manifested in the structure of 
the book. Part 1, consisting of 6 chapters— 70 
pages — demonstrates why cabinet government, 
not the parliamentary form but that which each 
president fashions upon entering office, is insuf- 
ficient to the challenges before our national 
government. Part 2, running through 17 chap- 
ters — 220 pages — sets out in detail the various 
agencies within the presidency, including those 
of the first lady and the vice-president, that 
collectively serve the modern president. 

While the obvious audience for this book 
consists of specialists on the presidency, other 
students of public affairs will benefit from read- 
ing it. There is grist for the mills of media 
experts, those in public policy, as well as those 
in organizational and legislative behavior. This 
is a source to which one will turn whenever a 
controversy emerges around the presidency: to 
ascertain which office or offices should be prin- 
cipally responsible behind the scenes. Or refer- 
ence may be made on a more mundane plane: 
to confirm who— which agency — answered 
one’s telephone inquiry, who replied to one’s 
letter, or how many persons staff the White 
House garage. 

Fresh perspectives are found throughout this 
volume. Patterson’s list of presidential roles 
may compel a revision of those offered years 
ago by Clinton Rossiter in The American Pres- 
idency. Presidential successes and slips are re- 
counted without favoritism. Despite a seem- 
ingly unnecessary effort to prevent premature 
disclosure of the new flag design when the last 
two states were admitted to the Union, Dwight 
Eisenhower’s administration appears to rate the 
highest marks in management skills. That, of 
course, is in accord with several recent assess- 
ments of the Eisenhower presidency. 

One quibble: the index is not as comprehen- 
sive as one would wish. Neither “contra” nor 
“Nicaragua” is indexed, and although “Iran- 
contra affair” is, the pages listed for that topic 
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do not include all references for “contra” in the 
text. 

There is a storehouse of insight and anec- 
dotal information in the book that any student 
of the presidency will find rewarding. Chapter 
1 reminds us of the vast scope and great minu- 
tiae that come under the purview of our chief 
executive. Laced throughout the volume are 
quotations and illustrative incidents, many of 
which are likely to slip into the public addresses 
and classroom lectures of the book’s readers. 
Overall, this is an impressive weaving together 
of information from personal interviews, mate- 
rial from presidential libraries and other ar- 
chives, memoirs, official documents, and 
Patterson’s firsthand experience in several years 
at the White House. It is also a tribute, if only a 
muted one, to the numerous unsung, anony- 
mous, but vital participants in our national ex- 
ecutive: the White House staff. 


T. PHILLIP WOLF 


Indiana University Southeast 
New Albany 


POMPER, GERALD M. Voters, Elections, and 
Parties. Pp. xviii, 400. New Brunswick, NJ: 
Transaction Books, 1988. $29.95. 


In this volume, Gerald Pomper has collected 
twenty of his scholarly articles written over the 
past two decades. His overall goal is to show the 
connection between democratic theory and per- 
formance in voting behavior, elections, and po- 
litical parties. He demonstrates a commitment 
to contemporary democracy by arguing that 
“voters are capable, elections are meaningful 
and political parties are responsive.” 

The seven articles on voters emphasize a 
critique of The American Voter, a landmark 
study of voting behavior in the 1950s. Pomper 
challenges the findings of that study by arguing 
that voters are more responsive to issues and 
ideology than to party labels. He demonstrates 
this by discussing gender differences on war and 
the differences between partisan and nonparti- 
san local elections. Declining voter participa- 
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tion is not addressed in this section. Perhaps 
presidential candidates are dealing with trivial 
issues or nonissues such as in the 1988 cam- 
paign. Ifso, then Pomper’s emphasis on respon- 
sive voting would result in nonparticipation. 
Only a bare majority of the eligible voters cast 
votes in 1988. 

The essays on electoral contests focus on 
party platforms, voter realignment, and the 1972 
and 1984 presidential contests. Pomper finds 
that platform promises are meaningful, in con- 
trast to conventional wisdom. His reassessment 
of the 1964 election admits that Johnson’s land- 
slide victory did not usher in a new era of 
Democratic Party dominance. Instead, the re- 
verse occurred. Republican presidential candi- 
dates won five of the next six elections. Pomper 
accurately predicted Republican resurgence in 
the South. Reagan’s 1984 reelection landslide is 
interpreted as a retrospective endorsement of his 
first term. This was probably repeated in 1988 
with Bush’s victory largely based on voter ap- 
proval of the Reagan years and “peace and 
prosperity.” 

The concluding section on political parties 
demonstrates Pomper’s concern about the long- 
term decline of political parties as an effective 
force in organizing the voters and providing 
them with a coherent view of the candidates. 
Instead, party labels have become virtually 
meaningless, particularly for the presidency. 
Pomper correctly identifies the problem in the 
way that presidential nominations take place. 
Presidential contests have become too lengthy, 
boring, and expensive. The media, pundits, and 
pollsters define the candidates while the parties 
play virtually no role. It is not surprising that 
most voters were dissatisfied with the candi- 
dates in 1988 and found the campaign issueless 
and negative. Pomper is accurate in calling for 
party renewal to correct these problems. He 
offers 10 useful reforms in the concluding essay. 

The wide scope and diversity of these essays 
demonstrate Pomper’s basic optimism about the 
democratic process. At the same time, he argues 
that party renewal and revival are essential. This 
concem is shared by many political scientists 
and ordinary citizens. If the 1988 presidential 
contest beccmes the model for the future, we 


180 


can expect our future presidents to be the choice 
of fewer and fewer voters as television specta- 
tors watch with dismay. Surely, this will require 
a reassessment of democratic theory as the ple- 
biscitary presidency becomes the choice of en- 
thusiastic minorities rather than an involved, 
activist citizenry. 
ALAN SHANK 
State University of New York 
Geneseo 


SCHWARTZ, BERNARD. Behind Bakke: Affir- 
mative Action and the Supreme Court. Pp. x, 
266, New York: New York University Press, 
1988, $35.00. 


Bernard Schwartz has written a clear-headed 
insider’s account of policymaking within the 
Supreme Court. The author of Super Chief and 
Swann’s Way, Schwartz here turns his attention 
to the decade-old case of Regents of the Univer- 
sity of California v. Bakke. Having gained ac- 
cess to the files of at least one justice — 
apparently Brennan; to the reminiscences of 
some justices’ law clerks—most obviously, 
Brennan’s; and to the unusual number of mem- 
oranda circulated among members of the Court 
when Bakke was decided, Schwartz lets us listen 
in on conferences and personal conversations 
within the Marble Palace. Apart from some 
concerns about the principle of access to court 
materials and a serious lapse in professional 
conduct on Schwartz’s part, this is a solid addi- 
tion to a small corpus — including, for example, 
Walter Murphy’s Elements of Judicial Strat- 
egy — of credible insights into the operations of 
the Court. 

After a few opening chapters recounting 
what others have already chronicled about the 
events leading up to the Supreme Court’s grant 
of certiorari in Bakke, Schwartz presents fresh 
materials. We learn about the initial misjudg- 
ment of the likely votes for and against the 
University of California, Davis, Medical 
School’s preferential admissions program — 
Burger was once thought to be a pro-Davis vote; 
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Brennan’s adroit maneuvering to bring Powell 
into the grudging acceptance of the principle 
of race as not per se unconstitutional; and 
Blackmun’s surgery, slow recovery, and occa- 
sional outbursts of irrationality — irrational to 
the point that Brennan feared that Blackmun 
might be incapable of a well-tempered judg- 
ment on the issue. All these offer insights into 
the personalities and peculiarities of a court that 
typically resists such disclosure. 

Most important, Schwartz reprints in full 
five key memoranda and recounts in detail sev- 
eral other memoranda, personal letters, conver- 
sations, and conference discussions between the 
justices. Schwartz’s entrée to the inner workings 
of the Court will foster envy and frustration in 
those of us obliged to rely upon the finished 
opinion to track the development of judicial 
doctrine. In addition, except for a few occa- 
sions, Schwartz resists the sensational disclo- 
sures that made The Brethren a number-one 
best-seller and a less than credible source. 

I have two complaints about the book: one 
small, the other serious. The small complaint 
concerns Schwartz’s refusal to address the “so 
what” questions posed by his enterprise. How 
do these particulars cast light on more general 
and important matters? There are too many 
missed opportunities for Schwartz to teach us 
about why the Court acts as it does. Schwartz 
points to the role of interoffice memoranda, and 
he emphasizes how law clerks act not only as 
authors of these memos but conduct negotia- 
tions between the justices. Even something as 
mundane as the installation of a photocopying 
machine promises to be important, for it re- 
moves the need for face-to-face politicking be- 
tween the justices. 

No doubt Schwartz gained access to 
Brennan’s files precisely because he shuns the 
hard questions. If this is so, it poses disturbing 
questions about the appropriate rules of access 
to intra-court materials. The Court’s members 
are usually reluctant to disclose how the pub- 
lished opinions are forged, fearing that disclo- 
sure would destroy the mystique of the Court as 
a finder rather than a maker of law. But given 
the willingness of justices such as Stevens, 
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Brennan, Marshall, and Blackmun to make pub- 
lic their continuing differences of opinion over 
the direction of the Court, perhaps this reticence 
is no longer proper because it is no longer 
consistently followed. Moreover, this mystique 
is myth; the American public can survive the 
revelation of what actually goes into the making 
of a decision. The emperor has no clothes if the 
Court is understood to be swathed in the cover 
of a neutral finder of law. The danger of failing 
to delve deeply in the dynamics of judicial 
deliberations is that, unintentionally, Schwartz 
provides support to the “court is a mere sum of 
the individual personalities on it” reductionism. 
Brennan and Marshall were predictably for af- 
firmative action; Burger and Rehnquist were 
just as predictably opposed. Other members 
were not so predictable but could be consis- 
tently placed along the spectrum between the 
sure yeses and nos, This deceptively simple 
approach returns us to sociological jurispru- 
dence and legal positivism. Do we want to retum? 

My most serious complaint about the book 
is directed at Schwartz’s lapse of professional 
judgment and care. In the opening two chapters, 
he uses direct phrases and sentences from a 
1977 New York Times Magazine article and a 
1985 book without the proper use of quotation 
marks or the acknowledgment of sources. That 
so solid a book should be marred by so much 
carelessness about other authors’ words and 
ideas is tragic. 

TIMOTHY J. O’NEILL 

Southwestern University 

Georgetown 

Texas 
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BUSH, MALCOLM. Families in Distress: Pub- 
lic, Private and Civic Responses. Pp. xv, 
350. Berkeley: University of California 
Press, 1988. $35.00. 


This is a comprehensive text on the history, 
philosophy, rationale, and problems facing the 
public welfare field. The early chapters begin 
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with a historical review of the charity organiza- 
tions from colonial days to the mid-1850s and 
continue to explore the impact of the Great 
Depression in the 1930s. The major change 
occurred when the New Deal legislation was 
instituted. Asecond important modification fol- 
lowed the 1962 amendments to the Social Secu- 
rity Act. Consequently, the role and function of 
the public and private social welfare agencies 
experienced tnique changes. Such accepted 
concepts as responsiveness to need, equity of 
the client, dealing with difficult children, and 
the quality of service offered by the professional 
staff are challenged by Malcolm Bush. 

The question raised is whether social ser- 
vices offered by the public welfare agencies 
result in greater dependency of the client rather 
than helping impoverished people to become 
self-sufficient and independent. Bush recom- 
mends a number of changes in the practice of 
social work in social welfare agencies. 

In analyzing the text, I find that Bush raises 
two major issues. First, what professional per- 
sonnel should staff a social service agency? 
Second, how should the welfare system func- 
tion in helping families in distress to resolve 
their problems and convert them into self- 
sufficient and independent citizens? 

Regarding professionally trained staff, Bush 
believes that “the link between social welfare 
legislation, social welfare bureaucracies and cli- 
ents is the social work profession.” He takes 
issue with the psychological and Freudian ori- 
entation of the professional case worker. The 
functioning professional becomes paternalistic 
and denies the autonomy of the client. The tools 
of case records are considered prejudiced and 
distorted, resulting in diminished citizenship 
roles and responsibilities of the client. 

Concerning the second issue, the Social Se- 
curity Act aimed for the role and function of the 
social welfare system to be that of a powerful 
change agent that would reverse the impover- 
ished and problem-ridden families into eco- 
nomically healthy and independent citizens. 
Poverty with all of its ills and problems would 
be eradicated. Unfortunately, the developed de- 
pendency on the social welfare system revealed 
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a new phenomenon, the built-in and immovable 
culture of poverty. 

Malcolm Bush makes many insightful rec- 
ommendations for the improvement of public 
welfare. Among such changes are clearly de- 
fined citizen roles for welfare parents and chil- 
dren; a developed sense of independence, as, for 
example, by subsidizing natural parents to 
maintain their family rather than giving the 
same money to surrogate parents; utilizing vol- 
unteers rather than employing social workers 
exclusively; and, last, opening case records to 
the clients, instituting public review boards, and 
treating welfare clients as human beings who 
are entitled to their rights, privileges, and 
responsibilities. 

One small criticism is that there are some 
omissions: homelessness, the aggravating hous- 
ing shortage, and the new projective legislative 
change in public welfare with its built-in work 
factor as promulgated by Senator Moynihan. 

In conclusion, this is a relatively modest text 
that packs a big punch. My guess is that the 
challenge to social work will not go unheeded. 
Malcolm Bush has produced a commendable, 
well-documented, competently written book 
that poses some challenges to the public welfare 
profession. 

MARTIN E. DANZIG 


City University of New York 


FINGARETTE, HERBERT. Heavy Drinking: The 
Myth of Alcoholism as a Disease. Pp. x, 166. 
Berkeley: University of California Press, 
1988. $16.95. 


WOOD, BARBARA L. Children of Alcoholism: 
The Struggle for Self and Intimacy in Adult 
Life. Pp. xv, 166. New York: New York 
University Press, 1987. $35.00. 


Addictions are the disease of the 1980s. The 
drug epidemic has increasingly been portrayed 
as the cause of most serious social problems in 
cities, and so the new social programs created 
by government have been heavily oriented to- 
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ward attacking drug use. Meanwhile, self-help 
groups modeled on Alcoholics Anonymous are 
springing up to deal with an array of social 
problems portrayed as addictions —one thinks 
of groups like Overeaters Anonymous. Some 
have portrayed ours as an addictive society with 
nearly everyone addicted to something. 

The two books I am reviewing take nearly 
opposite points of view on the nature and im- 
portance of addictions as social problems. Both 
of the books deal with alcohol rather than drugs 
in general. One, Fingarette’s book, is a power- 
ful, authoritative attack on the disease model of 
alcoholism that challenges the accuracy and the 
legitimacy of the whole addictions movement. 
The other, Wood’s book, is rooted in psycho- 
therapeutic, clinical experience and explores 
personality problems common among adult 
children of alcoholics. It accepts the view that 
alcoholism is a syndrome that affects the family 
system in a distinctive way. 

Fingarette’s discussion evaluates the accu- 
racy of the hypothesis that alcoholism exists as 
a disease. He argues that if we use the term 
“disease,” we should determine whether the 
phenomenon fits what medical people mean by 
this concept. It should have definite causes, a 
distinctive course of development, and identifi- 
able prognoses. Alcoholism fails to meet the 
definition of a disease on all of these counts. 
There is no clear cause or set of steps that lead 
to heavy drinking. There may be some weak 
association between one’s genetic susceptibility 
to alcohol and heavy drinking, but at best it 
accounts for a small fraction of the variation in 
alcoholic behavior. Researchers have not been 
able to show that any specific intervention limits 
alcoholism any better than does no treatment at 
all. Contrary to the argument of disease propo- 
nents, research suggests that most alcoholics — 
and most drug abusers, by the way — eventually 
taper down their rate of drinking. Alcoholism 
seems to be a self-limiting condition for most 
people. Heavy drinking is strongly influenced 
by social and cultural contexts, and it also is one 
way people have of coping with stress. They 
self-medicate. 
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Wood’s book roots a description of common 
emotional problems among adult children of 
alcoholics in the British object relations theory 
of psychoanalysis. In contrast to Freudian psy- 
choanalysis, which interprets psychological 
problems as being products of repression asso- 
ciated with psychosocial development, object 
relations theorists argue that psychopathology 
arises when subjects have learned that frank 
expression of emotions and feelings is likely to 
be attacked by significant others. 

According to Wood, children of alcoholics 
(COAs) often grow up in families where the 
drinking adults will not allow their children to 
express their feelings or needs openly. Children 
often must play the responsible role of adult in 
alcoholic families, and this teaches them to re- 
press and hide their true feelings. This lays the 
foundation for a pattern of psychological prob- 
lems among adult COAs, and it poses charac- 
teristic strategic difficulties to therapists seeking 
to treat them. Wood does a compelling job of 
describing this psychopathology and discusses 
her treatment strategies by drawing on case 
examples from her clinical practice. 

While on the surface these two books seem 
based in opposite views of the world, their dif- 
ferences mostly have to do with the level of 
action they are concerned with. Wood’s presen- 
tation is useful as a sensitizing framework for 
people who themselves come from families 
with heavy drinkers and for people who must 
work with COAs. To say that alcoholism is a 
disease from this viewpoint is primarily to make 
a metaphorical statement that can help people 
organize their world and find a framework for 
taking personal action. 

Fingarette’s attack is more directed at the 
reification of the disease concept in public pol- 
icy. The disease model suggests that there are 
single best treatments and that if someone is not 
treated, he or she will always be an alcoholic. 
That simply is not true. But if social policy is 
based on that model, it legitimates treating alco- 
holics and other addicts as tainted people and 
directs attention away from social practices that 
encourage abuse, like allowing bars to be built 
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on highways far from public transportation. 
Fingarette’s book is an important one because it 
forces us to reconsider the way we think about 
substance abuse. It convinces me that we will 
make headwav in attacking substance abuse 
only when more realistic theories inform 
policymaking on alcoholism and drugs. 


CARL MILOFSKY 


Bucknell University 
Lewisburg 
Pennsylvania 


MAYO, JAMES M. War Memorials as Political 
Landscape: The American Experience and 
Beyond. Pp. xvi, 306. Westport, CT: Praeger, 
1988. $42.95. 


With its high cost in human life, war is one 
of a nation’s most drastic acts and the most 
likely to be memorialized in public monuments. 
War monuments commemorate both a nation’s 
political ideals and its historical actions, but that 
commemoration is selective, reflecting as much 
what society wants to remember as what actu- 
ally occurred. This study approaches war me- 
morials as a visual effort to orchestrate society’s 
collective memory of particular wars, and it 
analyzes how different types of memorials par- 
allel a hierarchy of social purpose: humanitari- 
anism, honor, service, and identity. James 
Mayo, a professor of architecture and urban 
design at the University of Kansas, argues that 
war memorials reflect not only the political 
history of the nation but the efforts of subse- 
quent generations to symbolize and justify that 
history. 

Mayo classifies monuments into four gen- 
eral categories: “monuments to victory as jus- 
tice,” “monuments to victory as manifest 
destiny,” “monuments to defeat,” and “memo- 
ties of horror.” Monuments built to commemo- 
tate the Revolutionary War and the two world 
wars fall into the first category. Mayo argues 
that a broad national consensus exists that these 
“righteous wars” embodied the nation’s most 
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basic values and that the monuments built to 
them were designed to project an image of a 
nation that was not only strong but just. The 
wars of “manifest destiny” — identified as the 
War of 1812, the Mexican wars, the American 
Indian wars, and the Spanish-American War — 
provoked more ambivalent national feelings. 
Memorials to these wars are relatively few, 
given the immense territorial gains that resulted 
from them. Mayo contends that while most of 
those that were built were intended to legitimize 
American actions, these monuments today send 
out contradictory messages. They memorialize 
important advances in the nation’s develop- 
ment, but the victories they celebrate are tainted 
by the knowledge that greed and racism were as 
much factors in these wars as were America’s 
traditional moral values. 

Monuments of the Civil War, along with 
those of the Korean and Vietnam wars, are 
discussed in the chapter on “monuments to de- 
feat.” Mayo maintains that whatever the out- 
come of the Civil War, the nation as a whole had 
lost because the political process had failed to 
resolve the issues separating North and South. 
He argues that many Civil War memorials, par- 
ticularly those on battlefield sites, convey a 
sense of communal guilt over the nation’s fail- 
ure to resolve its differences in accord with its 
own democratic principles and processes. Mon- 
uments to the Korean and Vietnam wars are far 
fewer in number and have a very different focus. 
Whereas Civil War monuments commemorate 
specific battles, leaders, or regiments, the com- 
memoration of the later wars is much more 
general. What these “monuments to defeat” do 
share in common, according to Mayo, is a ten- 
dency to treat war as past history, a product of 
political forces from which contemporary soci- 
ety has successfully distanced itself. 

Monuments commemorating American In- 
dian massacres, Japanese American internment 
camps, Civil War prison camps, atomic bomb 
victims, and Nazi war crimes are all cited as 
examples of “memories of horror.” Mayo’s 
book is generally limited to monuments on the 
American landscape, but in this section, his 
primary focus is on European memorials to the 
Holocaust. The question of how a nation can 
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deal in a constructive way with the knowledge 
that it has been guilty of unspeakable horrors is 
one of the most profound raised in this book, 
but the relatively short discussion treats it only 
superficially. 

War Memorials as Political Landscape pro- 
vides a useful framework for analyzing the so- 
cial and political functions of these frequently 
seen but rarely analyzed landmarks. Guilty at 
times of belaboring the obvious, Mayo does 
offer some interesting insights that will enhance 
appreciation of war memorials as agents of po- 
litical socialization. Mayo’s discussion reveals 
that war monuments often reflect much more 
than an effort to orchestrate the political mean- 
ing of a particular conflict. He notes, for exam- 
ple, that there was a close tie between the City 
Beautiful movement and memorials to both the 
Spanish-American and the first world wars. 
City planners in cities like Indianapolis and 
Kansas City used the patriotic fervor following 
these wars to mobilize public support for their 
City Beautiful plans by featuring war memorials 
as the centerpieces of these plans. Monument 
building during this period was also influenced 
by the rapid growth of cities, new technologies, 
and the availability of wealth. That these other 
kinds of forces were often at work in shaping 
the type and level of monument-building activ- 
ity taking place makes clear that monuments 
serve many functions and that their major sig- 
nificance may not always be political, at least in 
the sense in which Mayo uses the term. There is 
some tendency in this book toward over- 
generalization about society’s motives and 
goals in erecting monuments and about their 
contemporary meanings, but most of the analy- 
sis is balanced. This is an interesting work that 
can be appreciated by both the academic spe- 
cialist and the general reader. 

JAMES D. FAIRBANKS 


University of Houston — Downtown 
Texas 


PAYER, LYNN. Medicine and Culture: Varieties 
of Treatment in the United States, England, 
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West Germany, and France. Pp. 204. New 
York: Henry Holt, 1988. $18.95. 


DUTTON, DIANAB with THOMAS A. PRESTON 
and NANCY E. PFUND. Worse Than the Dis- 
ease: Pitfalls of Medical Progress. Pp. xvi, 
528. New York: Cambridge University 
Press, 1988. No price. 


Perspectives on biomedicine tend to cluster 
near two extremes. Some—let us call them 
realist— identify medical phenomena as objec- 
tively real. Others — let us call them relativist — 
claim that medical phenomena are contingent 
on what medical systems recognize as real. Phy- 
sicians typically favor the former perspective 
and anthropologists the latter, though some, like 
the physician-anthropologist Arthur Kleinman, 
occupy an interesting middle ground. 

Payer and Dutton start from relativist, not 
realist, assumptions and therefore agree that 
biomedicine’s scope is contingent on something 
other than preexisting objective states. They 
differ radically, however, on the sources of this 
contingency. Payer, the author of Medicine and 
Culture, argues that seemingly autonomous 
structures, like biomedicine, reflect variable 
cultural assumptions about the way the world 
works. In France, for example, the importance 
of terrain —a totalistic concept similar to “con- 
stitution” —underwrites French doctors’ prefer- 
ence for improving bodies and not treating 
diseases. Dutton, the author — with Preston and 
Pfund—of Worse Than the Disease, argues that 
medical phenomena reflect structures that sup- 
port existing political and economic relation- 
ships of capitalist America. New techniques, 
like artificial heart implantation, and new tech- 
nologies, like genetic engineering, advance de- 
spite questionable benefits because developing 
them is good for business. 

Payer and Dutton differ as Emile Durkheim 
and Karl Marx, or Clifford Geertz and Milton 
Friedman, differ on similar issues: How are 
societies constituted? What role does individual 
judgment play? How do systems change? 
Where the hermeneutical approach of one rec- 
ognizes cultural systems of shared meaning, the 
political-economic approach of the other recog- 
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nizes economic systems of differential access to 
power. The first is good at explaining shared 
values but less effective in describing how val- 
ues are manipulated. The second is good at 
explaining pecple’s manipulations but less ef- 
fective in articulating their values, which usu- 
ally end up being ignored as irrelevant or 
assumed as universal. These contrasts will be 
clearer if we focus on just one issue — the devel- 
opment of the artificial heart. 

Dutton’s book examines four medical devel- 
opments — including swine flu inoculation, ge- 
netic engineering, and diethylstibestrol (DES)— 
whose benefits were either questionable from 
the beginning or outweighed ultimately by their 
side effects, ethical implications, or costs. The 
artificial heart is one of these. In the 1960s, 
Congress enthusiastically supported efforts to 
improve health care. Congress funded the Na- 
tional Institutes of Health (NIH) and NIH 
funded artificial-heart programs. Competition 
for research funds— always intense — increased 
after the cutbacks of the early 1970s, causing 
some researchers to adopt market-based tactics. 
Utah-based specialist Dr. Kolffand his associate 
Jarvik started a company to make artificial 
hearts. To attract investments, they needed pub- 
licity, and so they attempted the first permanent 
implantation. Barney Clark, the recipient, at- 
tracted worldwide media attention, and this re- 
sulted in huge corporate investments in the 
company. Meanwhile, the surgeon who per- 
formed the operation was lured away to a private 
hospital corporation, ensuring that both the de- 
vice and the methods used for its implantation 
would be governed by market forces. 

The artificial-heart program reveals many 
flaws. First, researchers who depended on pub- 
lic funds for most of their work were able to 
circumvent public accountability. By forming a 
private company, to which, technically, no pub- 
lic funds were committed, the developers 
avoided NIH reviews. Second, decisions as to 
how to develop and when to implant the artifi- 
cial heart were made largely on business, not 
health-related, grounds. Publicity was clearly a 
factor, and successful advertising an important 
determinant of the program’s direction and out- 
come. Third, the artificial heart itself proved to 
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be an expensive boondoggle, in failing to meet 
the least optimistic predictions of its propo- 
nents. But even if it had worked, it would have 
created a dilemma common to all expensive 
technologies: who would receive it and who 
would pay for it? Finally, by devoting vast 
resources to its development, were not other, 
less glamorous programs— preventive medi- 
cine, for instance — necessarily shortchanged, 
with disastrous consequences for the nation’s 
health? 

Dutton’s book asks us to consider why 
things like this happen. It identifies several cul- 
prits—profit-hungry big business, prestige- 
conscious research scientists, and dilatory, 
self-compromising big government. Dutton ad- 
vocates greater public participation through a 
“substantial redistribution of decision-making 
power.” The public could then decide what it 
wants, what it is willing to pay, and what risks 
it is willing to accept. Surely the same point has 
been made before with reference to housing, 
education, and environmental policy. Short of 
revolution, however, it is difficult to see how 
this redistribution can happen, since, as Dutton 
points out, “the most formidable obstacle ... 
is the present structure of economic and political 
power.” 

The exclusionary process Dutton criticizes, 
and the greater participatory democracy she 
advocates, repeat an argument represented in its 
classical form in the debate between Adam 
Smith and Karl Marx over the issue of capitalist 
competition. Dutton’s point— that competition 
between scientists, entrepreneurs, and indus- 
tries is no way to ensure the public’s good — is 
based on the well-argued contention that com- 
petition restricts information, limits participa- 
tion, and defines success by what sells in the 
short run and not by what works in the long run. 
Further, competition degrades humanitarian 
values by making them subservient to the profit 
motive. Marx said the same thing. The reverse 
contention—Smith’s “invisible hand” argument 
that competition creates innovation and enhances 
the common good by making each competitor 
accountable to the market— suggests that an un- 
encumbered capitalism is the best way to ensure 
the good life for the greatest number of people. 
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Dutton argues forcefully from a Marxian 
perspective. But the fact that she does not ac- 
knowledge that perspective or speak in terms of 
the historically long-standing debate that her 
argument joins is symptomatic of a certain my- 
opia. The mechanisms of capitalist competition 
are simply insufficient as explanations of the 
artificial heart’s social importance. For this, a 
more sensitive cultural approach is needed, 
which Payer supplies in a study of cross-cultural 
differences in medical beliefs and decision mak- 
ing. Payer notes that in America the heart is 
viewed as a pump. Hearts, like pumps, get 
clogged up, and so we replace their pipes 
through coronary bypass. Hearts, like pumps, 
wear out, and so we replace them with real or 
artificial substitutes. It all makes sense because 
of the way Americans think about the heart. But 
in West Germany, it does not, since Germans do 
not see the heart as a pump. Payer believes that 
it is not coincidental that fewer bypass and 
teplacement operations are performed in West 
Germany than in America. 

These are valuable and worthwhile books 
that should attract broad interest. Dutton pre- 
sents evidence that argues for a reappraisal of 
the American medical establishment. Her stud- 
ies show that there is a lot happening behind the 
scenes in an area increasingly dominated by 
competitive business interests. But her work 
badly neglects the rootedness of the problem in 
a distinctively American cultural worldview. 
Moreover, her solution—the reordering of 
American political economy — mistakenly at- 
tributes to formal social structures a primary 
role in determining how people think and act. 
This, of course, is understandable if we adopt 
Payer’s perspective: Dutton’s faith in political 
solutions reflects her culture’s strongly held 
belief that society, like a machine, can be fixed 
by tinkering with its parts. 

CHARLES W. NUCKOLLS 

University of Kentucky 

Lexington 


PHILLIPS, RODERICK. Putting Asunder: A His- 
tory of Divorce in Western Society. Pp. xx, 
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672. New York: Cambridge University 
Press, 1988. No price. 


This ambitious, impressive, and absorbing 
book seeks to chronicle the history of divorce in 
Western society from the Middle Ages to the 
present. It begins by describing the ideological 
positions on divorce of the Catholic Church and 
of the Protestant reformers. From this descrip- 
tion grows the book’s first theme, the story of 
the development of divorce legislation. Phillips 
examines the insistence of Catholic states on 
marital indissolubility, traces the acceptance in 
Protestant states of divorce — primarily for adul- 
tery —and reviews the strikingly liberal law of 
revolutionary France. After noting that divorce 
law was procedurally and substantively secular- 
ized in the seventeenth and eighteenth centuries, 
Phillips details the liberalization of divorce law 
in the early nineteenth century and the conser- 
vative reaction in the later nineteenth century. 
The liberalization of divorce law resumed after 
World War I, a process that culminated in the 
explosion of no-fault divorce from the 1960s 
through the 1980s. Intertwined with this history 
of divorce statutes is the book’s second theme, 
the study of the incidence of divorce. Rates were 
trivially low for centuries, increased in the nine- 
teenth century, and culminated in the rise of 
mass divorce in the twentieth century. 

Phillips’s third theme is the related but sep- 
arate question of the extent of marriage break- 
down. He argues that for many centuries 
marriages were stable because spouses had no 
economic and social alternative to marriage and 
because spouses accommodated themselves to 
these realities with low expectations of marital 
happiness. As economic and social circum- 
stances changed, those expectations rose, and 
with them rose the incidence of marriage break- 
downs. 

Phillips has undertaken to study an impor- 
tant social phenomenon over a major part of the 
globe over a millennium of history. Considering 
the difficulties, he does admirably. But the dif- 
ficulties are formidable. Phillips is rightly anx- 
ious to show that divorce legislation, divorce 
rates, and marriage breakdowns must be seen in 
their fullest context, but showing them in this 
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context is dauntingly complex. He is unable to 
deal with some crucial aspecis of divorce: ques- 
tions of child custody. marital property, and 
alimony are hardly considered; the intellectual 
history of divorce with which he opens gets lost 
in the shuffle. Moreover, except for his discus- 
sion of legislation, he is dealing not only with 
an area in which research must be difficult to 
conduct but with one in which research has 
hardly begun. It is thus understandable that Phil- 
lips gives more fully studied countries like 
France, whose divorce history Phillips himself 
has examined before, England, and the United 
States perhaps disproportionate prominence. 

In a sense, then, this imposing book is pre- 
mature. In a better sense, however, Putting 
Asunder is very much what we need now to 
draw our attention to a neglected area of family 
history, to analyze what we know, and to chart 
a course that others can profitably follow. 


CARL E. SCHNEIDER 


University of Michigan 
Ann Arbor 


TITON, JEFF TODD. Powerhouse for God: 
Speech, Chant, and Song in an Appalachian 
Baptist Church. Pp. xviii, 523. Austin: Uni- 
versity of Texas Press, 1988. $35.00. 


While most books on religion focus on nar- 
tow topics limited to subjects like ethics, prayer, 
and belief, this book presents, just as the author 
states it, a holistic approach. While Titon con- 
siders it “a key to the world af ordinary people,” 
the term “ordinary” would be acceptable to refer 
to any person ar to any group. Principally, Titon 
stresses the term “folklike”; however, any 
human activity can be listed under the term 
“folklike.” Titon is a specialist in folklore and 
ethnomusicology. His book is very thorough in 
its analysis, both in detail and in depth. It de- 
scribes the life and the activities of the people 
in an Appalachian Baptist church. 

In his first chapter, Titon feels that the ap- 
proach to reach the Almighty 1s not a distant 
search but rather a homecoming, In the second 
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chapter, he describes thoroughly the activity of 
farming, since the constituents of the church are 
mostly farmers. Farming is not just a technical 
activity but rather a total involvement of its 
people. In the third chapter, he tries to describe 
folk religion in comparison to “official reli- 
gion.” Again, religion is an involvement of peo- 
ple and not just technical words and pro- 
nouncements. While the term “old-fashioned” 
seems to be rather derogatory in modem łan- 
guage, Titon indicates how relevant and appro- 
priate the term really becomes in this church’s 
activities. In the fourth chapter, he describes the 
value of language in prayer and communication. 
In the fifth chapter, ideas about music are dis- 
cussed. Titon indicates that good music actually 
makes people reflective. The sixth chapter 
brings us a description of the nature and effect 
of prayer, which is not simply a technical ex- 
pression of words but a depth of feeling and 
self-understanding. In the seventh chapter, 
Titon talks about teaching and preaching, indi- 
cating that preaching is not simply a profes- 
sional performance in a technical sense but 
rather “a cast of mind” coming from “a call to 
preach.” 

In almost all cases Titon gives many exam- 
ples and samples. He has a number of appen- 
dixes, giving many facts and figures and listing 
interviews as well as types of recordings. A full 
bibliography is listed with a very definitive 
index. 

Generally speaking, the work would be most 
interesting in giving us what Titon considers to 
be a depth of meaning for the activities of the 
church he has studied. Some of those meanings 
might easily be helpful in the organization and 
process of many kinds of religious institutions. 

SAMUEL J. FOX 

Lynn 

Massachusetts 


WOLFGANG, MARVIN E., TERENCE P. 
THORNBERRY, and ROBERT M. FIGLIO. 
From Boy to Man, from Delinquency to 
Crime. Pp. xiv, 221. Chicago: University of 
Chicago Press, 1988. $29.95. 
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In 1972, Marvin Wolfgang, Robert Figlio, 
and Thorsten Sellin published their important 
book Delinquency in a Birth Cohort, which 
examined the delinquent careers of 9945 boys 
who were born in 1945 and lived in Philadelphia 
from their tenth to eighteenth birthdays. From 
Boy to Man, from Delinquency to Crime is the 
long-awaited follow-up to that book, tracing a 
10 percent sample of the original cohort through 
adulthood to age 30. As any movie enthusiast 
will attest, sequels to blockbuster hits are usu- 
ally disappointing. In this case, however, the 
follow-up is every bit as insightful as the origi- 
nal study and should garner just as much atten- 
tion from criminological audiences. 

In chapters 3-6, Wolfgang, Thornberry, and 
Figlio “examine the extent to which the patterns 
observed in the original study were observed 
during the adult years as well.” Generally, the 
findings for the adult years are consistent with 
those presented in the original study for the 
juvenile years. For example, a finding in the 
original study, one that ran counter to the con- 
ventional wisdom of the time, was that offend- 
ers did not become specialists in particular types 
of offenses as their delinquent careers unfolded. 
Consistent with that finding, the authors dis- 
cover little evidence of offense specialization 
when the analysis is extended to adulthood. 

Chapters 7-14 were written by the authors’ 
graduate students. Representing shorter ver- 
sions of their doctoral dissertations, some of 
these chapters complement the earlier ones, fo- 
cusing on such issues as the time intervals be- 
tween arrests and the factors affecting the 
dispositions of adult arrests. Many of these 
chapters break new ground, however. While the 
earlier chapters used only official — arrest — 
data as measures of law-violating behavior, the 
later chapters incorporate interview data col- 
lected from a subset — 567 men — of the 10 per- 
cent sample, including firsthand accounts from 
respondents about their offending and victim- 
ization experiences. The interview data allow for 
examination of a wide range of issues such as race 
and class differences in delinquency, the degree of 
planning involved in committing crimes, desis- 
tance from crime, and the relation between 
individuals’ experiences as victims and offenders. 
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This book merits the careful attention not 
only of students of crime and delinquency but 
also of policymakers and practitioners. It is not 
without flaws, however. A minor irritant is that 
the book contains many production errors. For 
example, on the same page — page 83 — readers 
are told both that “the arrests of the whites were 
more likely to occur during the juvenile years” 
and that “arrests of the whites were more likely 
to occur in the adult years.” A more serious flaw 
is that many of the chapters, especially many of 
chapters 7-14, seem to be first cuts of the data. 
The findings are often based on preliminary 
analyses, which are certainly suggestive of gen- 
eral patterns but must be regarded cautiously. 


MARK C. STAFFORD 
Washington State University 
Pullman 
ECONOMICS 


GOLDFIELD, MICHAEL. The Decline of Orga- 
nized Labor in the United States. Pp. xv, 294. 
Chicago: University of Chicago Press, 1987. 
No price. 


A high percentage of doctoral candidates 
rather wishfully expect to see their theses pub- 
lished. Few actually do and fewer still achieve 
great popular acclaim. Here we have the excep- 
tion, a well-written, well-documented book that 
thoroughly reviews, assesses, and analyzes the 
very provocative question, What are the reasons 
behind the dramatic losses in union member- 
ship, particularly in the private sector? The 
question has intrigued and continues to puzzle 
any number of scholars, philosophers, and prac- 
titioners of all sorts. The search for answers has 
resulted in a spate of literature attempting to 
diagnose and to explain the phenomenon. 

The core argument of the book is that orga- 
nized labor in the United States has been declin- 
ing steadily over the last three decades. Contrary 
to some conventional wisdom, there is little 
evidence that the decline is due primarily to 
events that have occurred in the 1970s or the 
1980s. This book — as well as, presumably, the 
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projected second volume — analyzes the decline 
not only in structural and economic terms but 
also in “more traditional Marxist forms of class 
analysis.” 

There are four parts and 11 rather brief chap- 
ters organized in very logical order. Part 1 re- 
views organized labor in the United States, its 
general weakness and recent decline; part 2 
treats the significance and meaning of union 
decline; part 3 explores the reasons behind the 
trade union decline; and part 4 is the conclusion. 
Additionally, as befits a good doctoral thesis, 
there are useful appendixes and an exhaustive 
bibliography. 

Goldfield’s statistical and factual analysis of 
the long-run decline in U.S. organized labor is 
both conservative and sound, using, as he does, 
available date sources such as the National 
Labor Relations Board’s certification results, 
membership of U.S. international unions — dis- 
counting for the obvious softness in this partic- 
ular source—and union membership as a 
percentage of the total labor force. With these 
and other measures he makes his case and places 
himself in league with the majority of today’s 
scholars who see the decline as being driven by 
multiple forces over decades of time. He asserts 
that John Dunlop, one of the country’s senior 
industrial relations gurus, is simply wrong in his 
conclusion that U.S. labor unions are strong 
even in light of the economic and political de- 
velopments of the 1970s and 1980s. When com- 
pared to unions in other capitalist countries, 
U.S. unions, again contrary to Dunlop, are weak 
rather than streng. Unfortunately, when making 
this assertion, Goldfield does not display the 
same diligence with the relevant comparative 
data as he does when referring to U.S. data. He 
relies primarily on the fact that social welfare 
programs in Canada and in Western Europe, for 
example, are more highly developed than they 
are in the United States and, by implication but 
without explicit evidence, that organized labor 
in these countries played a significant role in 
such developments. 

Does it make any difference that union mem- 
bership in the United States is on the decline? 
To critics on the right the answer may be good 
riddance, while those on the left may argue that 
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USS. unions are really irrelevant. Goldfield sug- 
gests, however, that the decline be viewed from 
a deeper theoretical context. From a Marxist 
perspective he sees that the decline is not only 
the natural result of economic and social trends 
but also the product of ongoing class struggles, 
which in turn will determine some of the future 
shape and dimensions of our society. To his 
credit, his explanation is made less in terms of 
dogmatic — scientific— assertions and more in 
terms of a logical conclusion that weak unions 
unable even to defend their own interests will 
certainly not be able to establish the socialist 
society. 

In explaining the decline of American 
unions, Goldfield does not rely solely on ideol- 
ogy but instead covers all possible explanations 
fairly and exhaustively. Three main categories 
of explanations are delineated, none of them 
mutually exclusive: sociological, cyclical, and 
political. 

Each of the potential explanations is ana- 
lyzed using statistical, historical, and economet- 
ric approaches. Goldfield concludes that the 
sociological explanations cannot be viewed as 
the primary reasons for union decline. Similarly, 
after constructing and analyzing several econo- 
metric models, he finds that the cyclical type of 
explanation also fails definitively to explain the 
bulk of the decline. With regard to his third 
category of hypothesis, he finds: workers today 
are not averse to unionism, they can organize; 
public policy in the United States poses greater 
difficulties for unions in the private sector than 
those in other economically developed coun- 
tries; the antiunion employer offensive has been 
effective; and the unions themselves have not 
applied sufficient energy and resources to 
counter the antiunion offensive. Of all these 
forces and factors, he favors several class forces 
as most explanatory for union decline, namely, 
the growing aggressiveness of U.S. capitalists; 
the changes made in public policy that favor 
employers; and the inability and/or the unwill- 
ingness of U.S. unions to combat their decline. 

As mentioned earlier, this is an impressive 
book. Nevertheless, there are a few things over 
which to quibble. Concerning language, 
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Goldfield’s use of the term “capitalist” rather 
than “employer” becomes awkward when, as he 
dces from time to time, he refers to union 
growth in the public sector. At one point he 
singles out the American Federation of State, 
County and Municipal Employees (AFSCME) 
as one of the few unions that is aggressive and 
growing stronger rather than declining. While 
AFSCME negotiates with governors, mayors, 
ccunty executives, and the like, most of these 
would probably not refer to themselves as cap- 
italists. In addition, when referring to categories 
of workers he uses the term “proletarianized.” 

More important caveats relate to errors per se 
or in interpretations. Goldfield writes that unor- 
ganized U.S. workers have few legal rights and 
cen be fired summarily. This overlooks the bur- 
geoning legal movement in this country: more 
than one-half of the states have passed employ- 
ment-at-will legislation curtailing summary dis- 
missals and providing for the concepts of just 
cause and due process. His reference to the 
Professional Air Traffic Controllers Organiza- 
tion (PATCO) strike and ultimate demise is a bit 
misleading because many observers of those 
events argue that it was PATCO’s poor strategy 
and leadership that led to its defeat. Another 
error is in his reference to highly unionized 
industries like construction, mining, and truck- 
ing, where industry-wide bargaining has been 
destroyed. It never existed in the construction 
industry. Finally, his uncritical acceptance of 
statements from unionists like R. Georgine and 
J. Turner when referring to the antiunion offen- 
sive is less than objective. But these are minor 
matters in the total scheme of things. 


FELICIAN F. FOLTMAN 


Cornell University 
Ithaca 
New York 


HUNNICUTT, BENJAMIN KLINE. Work without 
End: Abandoning Shorter Hours for the 
Right to Work. Pp. x, 404. Philadelphia: 
Temple University Press, 1988. $34.95. 
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From the early 1800s through the 1930s, 
American labor was preoccupied with reducing 
the length of the workweek. Major strikes and 
political campaigns were conducted to win a 
shorter workweek in the 1830s, the 1860s, and 
again in 1886 and 1890. This pressure began to 
show results in the 1890s. The manufacturing 
workweek, for example, fell from about 60 
hours in 1890 to 50 by 1914 and to under 40 
hours in the 1930s. Since then, however, less 
attention has been paid to the length of the 
workweek; instead, organized labor has devoted 
its energies to campaigning for full employment 
and high wages. Perhaps as a result, there has 
been little change in the average number of 
hours worked. Indeed, with the increasing labor 
force involvement of married women, the aver- 
age adult is employed for more hours now than 
in the 1930s. 

Benjamin Hunnicutt’s work is a careful 
study of the changing political and intellectual 
struggle over reducing the workweek in the 
early part of the New Deal. This was a crucial 
period when liberal social reformers abandoned 
attempts to promote employment and leisure as 
an alternative to work and consumption. In- 
stead, under the leadership of the Roosevelt 
administration, reformers developed what 
Hunnicutt labels a new “gospel of consump- 
tion” in which social welfare and full employ- 
ment are maintained by increasing demand for 
commodities and “superfluous consumption.” 
In excruciating detail, Hunnicutt chronicles the 
New Deal debate over mandated shorter hours 
from 1933 through the National Recovery 
Administration’s codes until the Fair Labor 
Standards Act of 1938 marked the final defeat 
of attempts to mandate a standard workweek of 
fewer than 40 hours. At each turn of the debate, 
he shows how Roosevelt sidetracked pressure 
for shorter hours, substituting instead a pro- 
gram to increase employment by increasing 
production. 

Hunnicutt’s detailed recounting of political 
debates and intellectual fashions might be of 
interest to political historians of the New Deal 
era. It adds little, however, to our understanding 
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of the relationship between changes in the work- 
week and unemployment. Hunnicutt never ex- 
plains unemployment; he never examines the 
casual assumption that reducing the supply of 
labor by shortening the workweek will by itself 
reduce unemployment. Lacking a supply-side 
model of unemployment, however, Hunnicutt 
can scarcely present shorter hours as an alterna- 
tive to effective demand as a means for reducing 
unemployment. 

Hunnicutt’s focus on politics and intellectual 
fashion also leads him to neglect the impact of 
worker preferences and their unions’ activities 
on the length of the workweek. Most of the 
reduction in the workweek came before the 
passage of federal hours legislation in the 1930s. 
Employers before 1930 responded to worker 
preferences and the efforts of labor unions by 
reducing the workweek. Given these successes 
without government action, were the legislative 
battles and intellectual disputes of the 1930s 
really crucial for achieving further reductions in 
the workweek? Hunnicutt clearly wishes that 
workers valued leisure more highly, but lacking 
direct evidence of dissatisfaction, should one 
assume that most workers wanted government- 
mandated shorter hours? Or did the shorter- 
hours campaign end in the 1930s because 
workers were satisfied that a workweek in the 
range of 35-40 hours suited their preferences for 
work and nonwork? 

Hunnicutt’s work will contribute to a grow- 
ing debate over the role of work, employment, 
and leisure in modern America. This is an im- 
portant debate, but it needs a more solid foun- 
dation. By focusing almost exclusively on 
national politics, Hunnicutt never examines the 
meaning of employment for workers. He never 
distinguishes between productive, self-directed 
labor, which may be essential for the fulfillment 
of human potential, and a job, alienating em- 
ployment under the direction and supervision of 
a capitalist boss. Lacking this distinction, 
Hunnicutt contrasts all work, including frustrat- 
ing jobs and productive, fulfilling labor, with 
nonwork, including both constructive leisure 
and barren idleness. Given that choice, most 
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Americans choose jobs; the real issue is to give 
them the opportunity to choose productive 
labor. 

GERALD FRIEDMAN 


University of Massachusetts 
Amherst 


McGAW, JUDITH A. Most Wonderful Machine: 
Mechanization and Social Change in Berk- 
shire Paper Making 1801-1885. Pp. xv, 439. 
Princeton, NJ: Princeton University Press, 
1987. $40.00. 


Most Wonderful Machine is really a most 
wonderful book. In fact, it can confidently be 
said that the study belongs on a list with the mere 
handful that have offered deep insights into the 
American industrial revolution and especially 
into the social relations of mechanization. This 
may seem a great deal to claim for a book 
devoted to a single industry that no one has 
termed central to the industrial revolution, lo- 
cated in a single county in a comer of the United 
States that has recently passed out of fashion as 
the cradle of industrialization. Nevertheless, the 
claim is made seriously and I think can be 
justified partly in terms of that very selectivity. 

By concentrating on a small space, McGaw 
is able to look at practically everything that 
happened in Berkshire County, Massachusetts, 
between 1801, when the first paper mill com- 
menced operation, and 1885, when the growing 
use of wood pulp instead of rags was already 
forcing some of the county’s mills to close and 
had deprived it of its leadership. Under such 
conditions the processes of technological 
change can more readily be seen and the rela- 
tionship to social change more easily analyzed. 
Then, too, McGaw is doubtless correct in point- 
ing out that the paper worker better typified the 
situation of most American workers than the 
more frequently studied Lowell system textile 
workers, shoemakers, or metalworkers. The 
textile, shoe, and metal industries all featured 
large congregations of workers, sharp differen- 
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tiation of management from labor, and marked 
changes in skill and job control. McGaw conse- 
quently portrays a very different worker—a 
member of a small work force who knew his 
employer as a fellow man, experienced some 
mobility, and through all the technological 
changes retained considerable skill. 

In fact, her picture of the typical skilled 
worker during that time is sharply different from 
most others, for she argues that the adoption of 
papermaking machinery brought increased 
well-being and increased supervisory responsi- 
bilities to the mills’ principal male employees 
and that the machines did not replace workers, 
reduce their level of skill, or subdivide their 
tasks. Mechanization, rather, functioned pri- 
marily as intended, by multiplying the output of 
the always limited number of skilled workers 
available. The result is that instead of the alien- 
ation and protest emphasized by most other 
students, McGaw finds that under these more 
typical conditions, mechanization reinforced 
most of the preindustrial craftsman’s sense of 
common interest with his employer. In fact, 
such contemporary buzz words as “deskilling,” 
“alienation,” and “anomie” are refreshingly 
missing from the index. 

On the other hand, however, this book 
should not be written off as a celebration of 
mechanization, either. Although McGaw ap- 
pears to believe that, on balance, workers and 
society in general prospered from mechaniza- 
tion, she knows it was not without its problems. 
For one thing, the conditions of work became 
more hectic and the work pace became less 
flexible; in the short term, there were longer 
workdays, periodic unemployment, and more 
dangerous and unpleasant surroundings. The 
effect on women workers in the mills was espe- 
cially demeaning, but McGaw is certainly cor- 
rect in pointing out that this was not something 
forced by machines—in fact, their work was 
almost entirely in the unmechanized part of the 
process involving counting, sorting, quality 
checking, and other traditional women’s jobs — 
and that it was simply a working out of widely 
held notions of a separate sphere. Here, as else- 
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where, McGaw finds little support for either 
conspiracy theories or for “paralyzing techno- 
logical determinism prevalent in contemporary 
and nineteenth century American rhetoric.” 

I have emphasized McGaw’s conclusions 
about the impact on workers simply because on 
these points she is probably at her most contro- 
versial, but that does not exhaust either the 
richness or the freshness of the work. It contains 
material on cooperation between mill owners 
that will suggest serious revisions of many fac- 
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ile conclusions about the supposed dog-eat-dog 
world of nineteenth-century industrialism, and 
it contains a wealth of insightful material on the 
process of technological change itself. There is 
also an excellent account of how social control 
actually worked. All in all, this book is an ex- 
traordinary achievement that will be of value to 
scholars in a variety of fields. 
GEORGE H. DANIELS 
University of South Alabama 
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